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EA \‘ {12 Year ended March 31 (/n thousands, except per share data)
2003 2002 2001 2000 1999
Netsales ...................coia.. $ 668,175 $ 657,493 $ 6352307 $§ 393842 $ 187,381
Operating (loss) income ............... $  (24,353) $  (49,695) $ 14,702 3 7,011 $ 4,017
(Loss) income before
goodwill accounting change .......... $ (33.418) $  (54,017) $ 6,683 $ 2,651 $ 1,666
Net (foss}income ..................... $ (38,764) $ (54017) $ 6,683 $ 2,651 $ 1,666
(Loss) income before goodwill :
accounting change per common share:
Basic ............. i $ (.90) $ (1.56) $ 29 $ .23 $ 15
Diluted ...................... $ (.90) $ (1.56) $ 25 3 15 $ 12
Net ({loss) income per common share:
Basic ............... ...l $ (1.04) $ (1.56) $ 29 $ 23 $ 15
Diluted ....................... $ (1.04) $ (1.56) $ 25 $ 15 $ 12

Weighted average number
of common shares outstanding:
Basic ... 37133 34,717 23,013 11,503 10,897
Diluted ... 37133 34,717 26,943 17,167 14,143




During uncertain times, PEMSTAR's.. {In Millions)
revenues have rebounded and -
stabilized since the fourth quarter:
fiscal 2002, a reflection of diversifyi

the company's customer base and
growth in the medical and industrial.

Y DINANCIALMETRICS: &
MEETING MILESTONES &
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DEAR SHAREHOLDERS:

/At the end of fseal 200%,
PENMISTAR announced
Initiatives (o lower expenses,
Improve procuetiviyy ang
enhanee Giicieneies.

While economic and market conditions remalned toughin
fiscal 2003, we delivered on our promises. PEMSTAR
continues to be a leaner, more diversifie@i and more
customer-focused company. During the fast 12 months we:
* Putin place restructuring efforts whicH are now realizing
cost savings of greater than $3 million éer quarter;
 Continued to diversify our business aéross our four key
industries—broadening our customer%base within
each—reducing our dependence on ény one industry
for financial success. Concurrently, we implemented
stricter standards-to-ensure- that—customer we-werk
with are financially stable; and
» Reorganized our operations and streamlined
processes—while retaining aur global footprint,

As part of our drive to streamline PEMSTAR and increase
our customer foc&js, we combined the resources of our
computing and data storage businesses in fiscal 2003.
PEMSTAR now is focused across four key industries:
medical, industriaj equipment, computing and data
storage, and comfrwunications. In fiscal 2003, we
maintained our soilid presence in communications and
computing and dafta storage, as we increased our
medical and indus‘trial equipment businesses. We're
encouraged that busmess with existing large and small
cUStomers- remams strong, and we're continuing to win
new customers at rates similar to prior periods.

FINANCIAL PERFORMANCE

services and capabilities—to further strengthen

PEMSTARS et sales were $668.2 million for fiscal 2003,

PEMSTAR’s customer focus.

Versus:S657.5 million in 2002. The company narrowed its

loss-before-a-goodwill accounting change to $33.4 million,

These deliberate actions ensure PEMSTAR_is_“gi-triéék'_fﬁF

or-$0-90-perdiluted share, compared to a loss of $54.1

the future, offering competitive solutions to_our =

million;-or-$1:56 per share, in fiscal 2002. Strong business

customers and meeting important financial, operatlonal

in‘the-computing and data storage, industrial and medical

and internal milestones along the way.

Qur initiatives, combined with a company-wide
reorganization and a steady stream of new and existing
business, enabled us to deliver fiscal 2003 net sales
slightly higher than 2002 levels, despite sluggish end-
market demand. In addition, we achieved several other
important financial milestones including:

« Significantly improving cash-cycle management, using
lean manufacturing and Six Sigma Plus as key tools to
drive quality, speed time to market and lower costs;

¢ Nearly completing worldwide rollout of a leading-edge
supply chain management system;

» Making substantial progress toward a return to
profitability; and

 improving many key metrics (see page one).
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industries drove fiscal 2003 net sales.

For the year, sales to the medical industry increased 75
percent to 5.9 percent of total net sales from 3.4 percentin
fiscal 2002. Industrial equipment increased to 17.5 percent
from 14.0 percent. And computing and data storage
accounted for 39.4 percent of fiscal 2003 net sales, up
from 38.1 percent in 2002. Communications sales were
37.2 percent, versus 44.5 percent in fiscal 2002. Despite
sales to the communications industry being down,
PEMSTAR was able to grow with a more diversified,
financially stable customer base, substantially increasing
medical and industrial equipment business.

From a geographic perspective, 71.2 percent of fiscal
2003 net sales were derived from product manufactured



in North and South America, compared with 72.8 percent
in 2002; with 18.7 percent generated in Asia, versus 19.6
percent; and 10.1 percent in Europe, versus 7.6 percent.

We're strongly encouraged by a number of key financial

metrics including:

¢ Cash flow from operations—PEMSTAR was cash flow
positive for all four quarters of fiscal 2003;

* Gross profit—year over year, gross profit increased by
$1.1 million; and

for the four industries we serve. Each unit will contain its
own leadership and market support structure.

We started by bringing in a seasoned medical company
executive to lead our Medical Business Group. The ’
medical industry is a growing and profitable business for
PEMSTAR, and we're seeing increasing customer
demand for our services. Our Medical Business Group
focuses on providing comprehensive global engineering,
product design, automation and test, manufacturing and

¢ (Operating loss—PEMSTAR's operating loss improved to
$24.4 miilion in fiscal 2003 from $49.7 million in 2002,

MARKET MILESTONES

Customers value the strength of our “Concept to Customer
Solutions” business model—being able to'take an idea for a
product, then design, engineer, build, deliver and support it.
In fiscal 2003, we attracted a number of new customers
including Cordis Corporation (a Johnson & Johnson
Company), Valeo Service, Rohde & Schwajrz, Picolight
Partners and General Dynamics. In addition, business with
existing customers |BM, Motorola, Honex&gell, the U.S. Army,

fulfillment services.

QUTLOOK

Today, PEMSTAR is a better, stronger company. We have
retained our breadth of capabilities, glabal reach and
reputation for advanced engineering, and we’'re competing
effectively in current economic conditions. Every employee
at PEMSTAR is committed to surpassing our customers’
expectations, attracting new business, and developing
new products, serjvices and development platforms.

Our goals for the’future are fundamental:

. Further—alignfa/ht}‘improve~ourAcost structure in the

Logitech, MTS Systems, Ologic~and-—Fluk‘éﬂ remains-strong:

During the year, we unveiled our latest original design for
manufacturing (0DM) development platform, PEMSTAR's

changing environment;
* Further diversify our business by growing sales with
new and existing customers; and

*_Continue-to work to improve our financial results.

for handheld products, compact operating_consoles-and

wearable devices. End-use applications include smart

—Now-more-than ever, we feel that our prospects are

phone solutions and industrial PDA applications-medical

bright-We-have- an-infrastructure in place and a presence

front-end display modules, and point-of-sale and portable

in-key markets that have us positioned for growth and

data terminals. By utilizing PEMSTAR's development

—improved financial performance. And, we're excited

platform, customers can reduce upfront research and
development costs and risk, while speeding time to market.

In recognition of its industry-leading services, PEMSTAR
received three distinguished awards in fiscal 2003. We
were selected as a Medtronic Cardiac Surgery Speed to
Market 2002 Partner of the Year. Also, CIENA® Corp.
awarded PEMSTAR a Supplier Performance Award,
recognizing the critical role we play in helping Ciena
exceed their customers' expectations. And, we received
a Preferred Supplier Certificate award from Tetra Pak,
garnering one of the highest scores they have awarded.

OPERATIONAL HIGHLIGHTS
As part of our reorganization efforts, we further enhanced
our customer focus by creating separate business units

about new opportunities in the marketplace, particularly
with our ODM development platform and medical

business unit. At PEMSTAR, we're committed to ensuring
that we add value and defiver customer-driven solutions
across our “Concept to Customer Solutions” continuum.

We look forward to updating you on PEMSTAR's ongoing
progress throughout fiscal 2004.

Sincerely,
Allen J. Berning 6\/\“7

Chairman, President and CEO
June 3, 2003




SAMPLE CUSTOMERS

» Cordis Corporation (a Johnson & Johnsen company)

@

EXPANDING MARKET

OPPORTUNITY

Outsourcing of product design, engine?ring and
manufacturing is becoming standard p;ractice in the
medical industry. Major medical manufacturers and

Since fiscal 2002,1PEMSTAR'S medical net sales as a
percent of total net sales have increased 75 percent.

The company sees its medical business as an important
growth driver for/}‘he future. j

PEMSTAR can bring products to market faster, more
efficiently and for lower costs than they can do
themselves. These products include stents, implantable
electronic medical devices and wireless diagnostic
imaging capsules.

In this industry, integrating quality design, engineering
and manufacturing are key. Moreover, meeting
government regulations and compliance requirements
is important for EMS (electronic manufacturing
services) companies to compete effectively. PEMSTAR
has made investments in facilities, certifications, and
engineering and design talent to become an established
player in the medical sector.
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A major highlight in fiscal 2003: PEMSTAR signed an
agreement to pro‘vide production equipment and
manufacturing services for Cordis Corporation's
CYPHER™ Sirolimus-eluting Stent program. The
CYPHER™ Stent,/recently approved by the FDA, is the
world's first drug-eluting stent and is specifically
designed to uniformly deliver a pharmaceutical agent
(sirolimus) into a/coronary artery via a proprietary
controlled-release system and stent. Cordis
Corporation is a Johnson & Johnson company.

N %




‘lst:a:‘I-Year‘ Net Sales

Fluke
Honeywell

SAMPLE CUSTOMERS

MTS Systems

Tetra Pak

STABLE GROWTH DRIVER}

PEMSTAR’s industrial equipment business is a stable ’
performef in the company’s portfolio. Industrial
equipmenit for PEMSTAR encompasses products such as
handheld ‘dia\gnostic devices, avionics, assembly Iin‘e/

PEMSTAR recently was awarde:d a Preferred Supplier
Certificate by Tetra Pak. Tetra Hak, part of the Tetra
Laval Group, develops, manufactures and markets
systems for the processing,“pa‘t/:\ka,gmg and distribution

packing solutions and semi-conductor equipment, among
others. This unit also includes automation and test
services, an area in which PEMSTAR continues to
provide industry leadership.

Industrial equipment net sales, as a percentage of total
net sales, realized growth in fiscal 2003, partially driven
by an increase in semiconductor business.

Many industrial equipment customers, such as Fluke,
take full advantage of PEMSTAR's comprehensive
“Concept to Customer Solutions” approach to take an
idea for a product, such as Fluke’s handheld digital
multimeters, and design, build and then bring the
products to market.

of food. Since PEMSTAR's incepth in 1994, the
company has worked closely wjith Tetra Pak to design
and build equipment to meet grbwing worldwide needs
for new and more effective paczkaging salutions.
During the year, PEMSTAR also extended its engineering
and manufacturing agreement with Fluke Nederland BY, a
wholly owned subsidiary of Fluke Corporation, for an
additional three years. Fluke is a world leader in compact,
professional electronic test tools.;PEMSTAR has designed
and manufactured test and measﬂlrement tools for Fluke
since May 1999. Under the new abreement, PEMSTAR will

continue to provide production and product maintenance
support activities for Fluke’s best-selling handheld
ScopeMeter products and accessories.

PEMSTAR 03
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SAMPLE CUSTOMERS
- IBM

:
BEND DATA STORAGE

PEMSTAR designs, builds and supports a wide range of

computing and data storage products, from servers and

computing infrastructure equipment to wearable computers,
\._ handheld computing devices, laptops and computer

T

PDA applications, medical front-end display modules, and
point-of-sale and portable data terminals—enabling |
customers to reduce upfront research and development

peripherals. Computing and data storage has been a core
PEMSTAR industry since the company's beginning.

In fiscal 2003, PEMSTAR unveiled its latest ODM
development platform, a production-ready platform for
handheld products, campact aperating consgcles and
wearable devices. The company’s engineering team based
the platform design on the latest Windows® CE .NET
operating system and the low-power, high-performance
32-hit Intel® XScale™ core-based CPU. This leading-edge
technology, combined with PEMSTAR's award-winning
design, provides the basis for multiple end-use
applications including smart phone solutions and industrial

6  PEMSTARO3

costs and risk,,wh/i‘le;:sp,eeding,ti,rp}g;c_)‘market.__

Additionally, PEMZSTAR is part of the team, led by
General Dynamics, that was awarded a $59.9 million
cost-plus-fixed-fee contract to enhance the current
version of the U.S. Army’s Land Warrior system, a
wearable electronics suite of compaonents that
integrates high-tech WiFi communications, computing
and navigation gear.

Computing and data storage net sales as a percentage of
total net sales were 39.4 percent, versus 38.1 percentin

2002. PEMSTAR caontinues to have a strong relationship /
with long-term customers like IBM and Seagate.



Year Net Sales

SAMPLE CUSTOMERS Motorola
Ciena
Proxim

Qlogic

|

With intense global competition and challenging

economic| conditions, original equipment manufacturers
(OEMs) in{the communications sector are focused on
cost reductions and, at the same time, bringi_rlg_mg,duc/:\ts

wireless handsets, optical products and other components
and systems for the communications industry.

|
. . . . A ..
With the proliferation of wirelessscommunications and

to market faster than ever. PEMSTAR provides a
customer-facused, cost-effective solution that offers
communications companies speed to market, and
comprehensive design, engineering and manufacturing,
expertise. In addition, with global reach, PEMSTAR is able
to meet a company’s needs in virtually any geography.

PEMSTAR has capabilities in wireless, broadband and
optical communications, with proven expertise in
designing and manufacturing a wide range of components
and products. The company currently manufactures

specifically the use of mobile phdnes, PEMSTAR's
wireless handset business expanded in fiscal 2003, while

(

much of the communications inqustry faced persistent

economic and market pressures. For the year,

PEMSTAR's wireless handset bul‘siness increased 3.3

percent over fiscal 2002, partialljy offsetting the general

reduction in the communication;s industry sector.

|

Communications continues to bej a significant part of

PEMSTAR's overall business whé‘zre new opportunities in

wireless, broadband and opticaliare continuing to emerge.

N
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Trading of Common Stock T
The company’s Common Stock has traded on the Nasdaq Natlonal
Market System under the symbol “PMTR” since August 8, 2000.

Annual Meeting

PEMSTAR's annual meeting of shareholders will be held at the
company’s headquarters, 3535 Technology Drive NW, Rochester,
Minnesota, on Thursday, July 24, 2003, at 4:00 p.m.

Form 10-K

A copy of the company’s Form 10-K, as filed with the Securities
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Relations section of PEMSTAR's Web site at www. pemstarcom,
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Shayn Carlson
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SELECTED FINANCIAL DATA

The following table summarizes financial data regarding our business and should be read together with "Management's
Discussion and Analysis of Financial Condition and Results of Operations," our consolidated financial statements and the
related notes included in this report.

(In thousands, except per share data) Year Ended March 31,
2003 2002 200 2000 1999
Consolidated Statements of Operations Data: . N
Net sales $ 668,175 $ 657,493 $ 635,307 $393,842 . $187381
Cost of goods sold 637.074 627,457 581,278 363.974 172,219
Gross profit - 31,101 30,036 54,029 29,868 15,162
Selling, general and administrative expenses 51,076 53,351 37,366 21,576 10,955
Amortization : 129 2,152 1,961 1,281 190
Restructuring costs . ) 4,249 .- - - -
Goodwill impairment charge - 724228 - - -
Operating (loss) income (24,353) (49,695) 14,702 7,011 4,017
Other income (expense) — net 558 829 967 74) (438)
Interest expense (8.870) - (2.077) (7.550) - (3,588) (640)
(Loss) income before income taxes and cumulative effect of . .
accounting change (32,665) (55,943) | 8,119 3,349 2,939
Income tax expense (benefit) 753 (1,926) 1.436 698 . 1.273
(Loss) income before cumulative effect of accounting change (33,418) - (54,017) 6,683 2,651 - 1,666
Cumulative effect of accounting change (5.346) - - - -
Net (loss) income . 3 (38,764) 3 (54017 § 6,683 § 2651 $ 1666
(Loss) income before cumulative effect of accounting change
per common share: .
Basic § (90 $ (1.56) $ .29 $ .23 $ .15
Diluted (.90) (1.56) 25 A5 12
Net (loss) income per common share:
Basic $ (1.04) $ (1.56) $ .29 $ 23 $ .15
Diluted (1.04) (1.56) 25 15 12
Weighted average number of common shares outstanding @
Basic 37,133 34,717 23,013 11,503 10,897
Diluted 37,133 34,717 26,943 17,167 14,143
Other Financial Data:
Depreciation $ 20,021 $ 18,299 $ 12,097 $ 7455 $ 3,331
Capital expenditures 12,555 37,930 42,542 13,415 8,657
Supplemental Data:
EBITDA @ $ (3,645) $ (4,187 $ 29,727 $ 15,673 $ 17,100
Net cash provided by (used in) operating activities 47,311 307 (54,219) (20,225) 65
Net cash used in investing activities {15,593) (61,203) (62,684) (52,611) (4,989)
Net cash (used in) provided by financing activities (9,946) 67,164 119,512 74,734 2,556
As of March 31,
2003 2002 2001 2000 1999
Consolidated Balance Sheet Data:
Unrestricted cash and cash equivalents $ 32,762 $ 11,483 $ 5,882 $ 2,727 $ 827
Working capital 98,574 137,335 131,851 49,649 12,783
Total assets 372,062 395,724 349,077 - 190,451 64,983
Long-term debt and capital lease obligations less current
maturities 68,970 74,462 84,873 55,181 7,090
Total shareholders’ equity 159,867 193,397 150,712 22,673 16,555
Book value per share $4.26 $527 $5.33 $1.64 $1.47
Tangible book value per common share $3.35 $4.32 $4.30 $0.14 $1.13

(1) See Note 1 to the Consolidated Financial Statements under the caption “Goodwill”, included herein.

(2) For an explanation of the determination of the weighted average number of common shares outstanding used in computing net (loss) income
per share, see Note 1 of the notes to consolidated financial statements.

(3) EBITDA means net (loss) income before interest expense, income taxes, depreciation and amortization (including any goodwill impairment).
EBITDA is presented because we believe it is an indicator of our ability to incur and service debt and a similar formula is used by our
lenders in determining compliance with financial covenants. However, EBITDA should not be considered as an alternative to cash flow
from operating activities, as a measure of liquidity or as an alternative to net income as a measure of operating results in accordance with
generally accepted accounting principles. Other companies may compute EBITDA in a different manner.

(4) Tangible book value is total shareholder equity minus goodwill and other intangible assets.
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SELECTED FINANCIAL DATA (Continued)

The following table reconciles net (loss) income to EBITDA and should be read together with "Management's Discussion

and Analysis of Financial Condition and Results of Operations," our consolidated financial statements and the related notes
included in this report.

(In thousands) Year Ended March 31,
EBITDA: : 2003 2002 2001 2000 1999
Net (loss) income ) $ (38,764) $ (54,017) $ 6,683 $ 2,651 $ 1,666
Interest expense 8,870 7,077 7,550 3,588 640
Income tax expense (benefit) 753 (1,926) 1,436 698 1,273
Depreciation 20,021 18,299 12,097 7,455 3,331
Amortization 129 2,152 1,961 1,281 190
Goodwill impairment charge 24228 - - -
Cumulative effect of accounting change 5,346 - - - -
Net (loss) income before interest expense, income ‘
taxes, depreciation and amortization (EBITDA) $._(3,645) $ (4,187 $ 29,727 $ 15673 $ 7,100

11




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
PEMSTAR Ine.

You should read the following discussion in conjunction with the “Selected Financial Data” section of this report and our
consolidated financial statements and notes to those statements included elsewhere in this report. The forward-looking
Statements in this discussion regarding the electronics manufacturing services industry, our expectations regarding our
Juture performance, liquidity and capital resources and other non-historical statements in this discussion include
numerous risks and uncertainties. Our actual results may differ materially from those contained in any forward-looking
statement. See “‘Cautionary Statements” below.

OVERVIEW

We provide a comprehensive range of global engineering, product design, automation and test, manufacturing and
fulfillment services to customers in the communications, computing and data storage, industrial equipment, and medical
industries. We provide these services on a global basis through 15 strategic locations in North America, South America,
Asia and Furope. These customer solutions support our customers’ products from initial development and design through
manufacturing to worldwide distribution and aftermarket support.

PEMSTAR was founded in January 1994 by a group of eight senior IBM managers who had led the storage product
operations at IBM’s Rochester, Minnesota facility. We have maintained a significant relationship with IBM, which
remains one of our major customers. Since our inception, we have diversified our customer base to include industry
leading and emerging original equipment manufacturers. We have also expanded our geographic presence, enhanced our
product and service offerings and increased our volume production capabilities. Our key growth initiatives have been the
opening of facilities in Austin, Texas; Guadalajara, Mexico; Tianjin, China; Navan, Ireland; Singapore; Hortolandia,
Brazil; Yokohama, Japan; and Bangkok, Thailand and the acquisition of established businesses in Almelo, the Netherlands;
San Jose, California; Dunseith, North Dakota; Taunton, Massachusetts; Mountain View, California; and Chaska,
Minnesota. These growth initiatives have given us:

. expanded geographic presence in established and emerging markets and strengthened our presence in target
industries;
. enhanced product and service offerings while allowing us to offer cost-effective manufacturing and engineering
" capabilities;
o access to new customers; and
. specialized product design, automation and test and manufacturing customer solutions.

Our sales are generally derived from master supply and manufacturing agreements, with current demand evidenced by
purchase orders, or from specific purchase orders for discrete projects. We charge our customers separately for
engineering and manufacturing services. We recognize revenues from product sales, net of product returns and warranty
costs, typically at the time of product shipment. In limited circumstances, although the product remains in our facilities,
we recognize revenue when title to, and risks and rewards of ownership of, the products have contractually passed to the
customer. Revenue from services is recognized as they are performed and collection is reasonably certain. Our sales from
engineering services, which includes process test and automation equipment production and prototype development,
accounted for 17.8%, 16.3% and 7.2% of our total net sales in fiscal 2003, 2002 and 2001, respectively. The purchase of
Pacific Consultants in fiscal 2002 contributed to this growth. Manufacturing services accounted for 82.2%, 83.7% and
92.8% of our total net sales in fiscal 2003, 2002, and 2001, respectively.

Our cost of goods sold includes the cost of components and materials, labor costs and manufacturing overhead. The
procurement of raw materials and components requires us to commit significant working capital to our operations and to
manage the purchasing, receiving, inspection and stocking of these items. Our production volumes are based on purchase
orders for the delivery of products. These orders typically do not commit firm production schedules for more than 30 to 90
days in advance. We work to minimize the risk of obsolete inventory by ordering materials and components only to the
extent necessary to satisfy existing customer orders. To the extent our orders of materials and components for specific jobs
exceed products ultimately delivered to our customers and they are not held fully responsible for our excess inventory, due
to their financial condition or business relationship considerations, we may incur a charge for inventory obsolescence for
the excess inventory. We believe we are largely protected from the risk of inventory price increases, because we generally
can pass these costs through to our customers.

12
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Our operating results are also impacted by the level of capacity utilization of our manufacturing facilities, indirect
manufacturing labor, and selling, general and administrative expenses. During periods of high capacity utilization, our
gross margins and operating margins generally improve, while, during periods of lower capacity utilization, our gross
margins and operating margins generally decline. Our infrastructure will support substantially higher levels of sales than
our current net sales. During fiscal 2003, reduction in production space was made in response to market conditions. We
continue to evaluate market conditions and capacity needs.

RESULTS OF OPERATIONS

The table below sets forth certain operating data expressed as a percentage of our net sales for the years indicated:

Year Ended March 31,

NEE SALES....civereeriiinie ettt 100.0 % 100.0 % 100.0 %
Cost of 200dS SOId ....cevvereririiereer et 953 % 95.4 % 91.5 %
Gross Profit. ..o 47 % 4.6 % 8.5%
Selling, general and administrative eXpEnSes ............o........ 76 % 8.1% 5.9 %
ReEStUCUTING ..ot % -% - %
AMOTtIZATION ..ottt et s -% 3% 3%
Goodwill impairment charge ..........cccoeveevnnevninionnecieenns -% 3.7% -%
Operating (10SS) INCOME .......c.oveerveririrerireccrririeesree v reninaenns (3.6)% (7.5)% 23%
Other income {(eXPense) — Net ......ccvvvevevnrenorcnenceiineneniiene - % 1% 2%
INLETESt EXPENSE ..cevvviveriiiciiiciiirei et (1.3)% (1.1)% (1.2)%
(Loss) income before income taxes and cumulative effect :

of accounting change ..........cc.ccovirvnicnncce v, 4.9% (8.5)% 1.3%
Income tax expense (benefit).......cccocviiivviivnceiineriiennenns 1% (.3)% 2%
(Loss) income before cumulative effect of accounting

ChANEE ..o (5.0)% 8.2)% 1.1%
Cumulative effect of accounting change............ccccccovereuenene. (.8)% -% -%
Net (10S8) INCOMIE ......covveiviriieiriie et et ereaens (5.8)% (8.2)% 1.1%

Fiscal Year Ended March 31, 2003 Compared to Fiscal Year Ended March 31, 2002

Net sales — Our net sales for fiscal 2003 increased $10.7 million, or 1.6%, to $668.2 million from $657.5 million in fiscal
2002. This increase resulted from increased sales to existing and new customers in the computer and data storage, medical
and industrial industries offset, in part, by decreased sales in our communications markets. Over the year, we continued to
diversify our revenue base within the industries we serve. Net sales to the medical industry grew 75.1% to 5.9% of sales
compared to 3.4% in fiscal 2002. Industrial equipment industry net sales increased 27.1% to 17.5% of sales from 14.0% in
fiscal 2002. Net sales to the computer and data storage industry accounted for 39.4% of sales versus 38.1% a year ago.

Net sales to communication customers for fiscal 2003 decreased as a percentage of total sales to 37.2% of sales compared
to 44.5% in fiscal 2002. This decrease resulted from challenging economic conditions facing the communications industry.
The Company’s five largest customers for fiscal 2003 accounted for approximately 47% of net sales, two of which
exceeded 10% of net sales.

Gross profit - Our gross profit increased $1.1 million in fiscal 2003 to $31.1 million, from $30.0 million in fiscal 2002.
This increase was due to cost savings of restructuring actions taken during fiscal 2003 offset, in part, by changes in sales
mix including reduced sales volumes from higher gross profit communication customers. We incurred inventory write-
downs of $8.1 million in fiscal 2003 versus $5.4 million in fiscal 2002 for excess inventory due to customer bankruptcies,
reduced customer orders below anticipated levels and order cancellations as the communications market continued its
decline early in our 2003 fiscal year. Over the year, we completed our planned restructuring efforts including the reduction
of headcount and consolidation of certain facilities. These actions are realizing cost savings exceeding $3 million per
quarter. The facilities and infrastructure developed to support higher levels of net sales will continue to be an operating
issue if sales volumes decrease. We will continue to monitor and take necessary actions in order to balance our cost
structure to the anticipated level of net sales.
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Selling, general and administrative expenses - Our selling, general and administrative expenses decreased $2.3 million to
$51.1 million (7.6% of net sales) in fiscal 2003 from $53.4 million (8.1% of net sales) in fiscal 2002. We incurred charges
for accounts receivable of $2.2 million in fiscal 2003 due to uncertainty of collection of accounts receivable from emerging
companies and customers in bankruptcy compared to $8.2 million in fiscal 2002, An additional significant factor in this
decrease was the restructuring efforts completed in fiscal 2003. These decreases in selling, general, and administrative
expenses were partially offset by increased expenses due to the startup of our new operation in Israel in fiscal 2003 and the
full year impact of the Chaska operation, which was acquired in the latter part of fiscal 2002. We also incurred an
increased level of legal, audit, insurance and information technology and software expenses in fiscal 2003 compared to
fiscal 2002.

Restructuring costs — In fiscal 2003, we recognized restructuring costs of $4.2 million related to numerous actions taken to
reduce our cost structure. The actions include, but are not limited to, severance costs, consolidation of certain facilities,
and write-offs of certain assets and lease commitments.

Amortization - Amortization of goodwill and other intangibles decreased $2.1 million to $0.1 miltion in fiscal 2003 from
$2.2 million in fiscal 2002, primarily as a result of our adoption of Statement of Financial Accounting Standards (SFAS)
No. 142, “Goodwill and Other Intangible Assets”. The adoption of this statement resulted in no amortization being taken
in fiscal 2003 for new or existing goodwill on the balance sheet, however, it did result in an impairment charge of $5.3
million at the April 1, 2002 transition date for the cumulative effect of a change in accountmg principle, Wthh has been
reflected in the ﬁscal 2003 net loss.

Other income (expense) - Other income, net, was $0.6 million in fiscal 2003 compared to other income, net, of $0.8 million
in fiscal 2002. This change in other income was primarily a result of lower currency exchange gains in certain foreign
locations.

Interest expense - Interest expense increased $1.8 million to $8.9 million in fiscal 2003 from $7.1 million in fiscal 2002.
This increase reflects increased interest rates on our variable lines of credit, fees from covenant waiver negotiations and
write-offs of loan fees relating to a reduction in total borrowings available under our domestic credit facility.

Income tax expense (benefit) - The income tax expense was $.8 million in fiscal 2003 compared to a tax benefit of $1.9
million in fiscal 2002. The low effective tax rate for fiscal 2003 is a result of no tax benefits being recognized on operating
losses in the United States, Mexico and Netherlands, where the effective tax rate will continue until these operations are
profitable as well as the low marginal tax rates on profits located in certain of our international operations. The benefit for
fiscal 2002 was created as a result of the recognition of the available refund of previously paid taxes from the carryback of
a portion of the fiscal 2002 United States tax loss to prior years.

Fiscal Year Ended March 31, 2002 Compared to Fiscal Year Ended March 31, 2001

Net sales — Our net sales for fiscal 2002 increased $22.2 million, or 3.5%, to $657.5 million from $635.3 million in fiscal
2001. This increase resulted from the acquisitions of US Assemblies New England, Inc., Pacific Consultants LLC, and
MTS Systems’ Chaska operations, which accounted for $35.1 miliion of additional revenue in fiscal 2002. After
eliminating the effects of acquisitions, our net sales decreased $12.9 million in fiscal 2002 This sales decrease is
attributable to reduced sales to communications customers offset, in part, by sales increases with existing and new
customers in our computer, storage, industrial and medical markets. Net sales to communication customers for fiscal 2002
decreased to 44.5% compared to 53.3% in fiscal 2001. The Company'’s five largest customers for fiscal 2002 accounted
for approximately 51% of net sales, two of which exceeded 10% of net sales.

Gross profit - Our gross profit decreased $24 million in fiscal 2002 to $30.0 million, from $54.0 million in fiscal 2001.
This decrease was due, in part, to the sales decline at facilities operated for the full prior fiscal year and changes in sales
mix including reduced sales volume from higher gross profit communication customers. Expansion of facilities during
fiscal 2002 added fixed costs of $14.3 million for those facilities that were in operation in fiscal 2001. We also incurred
inventory write-downs of $5.4 million in the current year for excess inventory due to reduced customer orders below
anticipated levels and order cancellations. In addition, gross profit decreased due to transitional operating costs associated

-with shifting certain manufacturing programs from higher to lower cost facilities, start-up costs associated with new
customers and severance costs resulting from reductions in workforce. The gross profit declines were offset by $6.0
million of gross profit from sales at acquired companies and facilities not in operation for the full fiscal year 2001. The
facilities and other infrastructure developed to support higher levels of net sales will continue to be an operating issue as
we enter fiscal 2003 and is being addressed with restructuring actions to reduce cash expenditures in fiscal 2003.
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Selling, general and administrative expenses - Our selling, general and administrative expenses increased $16.0 million to
$53.4 million (8.1% of net sales) in fiscal 2002 from $37.4 million (5.9% of net sales) in fiscal 2001. A significant factor
in this increase was the uncertain collection of accounts receivable from emerging companies and customers in bankruptcy,
'which accounted for a charge for accounts receivable of $8.2 million in fiscal 2002. Many of these customers also
contributed to the inventory charges noted above. Other increases to selling, general, and administrative expenses were
primarily related to additional expenses of acquired businesses of $4.5 million and increased costs of information
technology infrastructure and software of $2.2 million.

Amortization - Amortization of goodwill increased $0.2 million to $2.2 million in fiscal 2002 from $2.0 million in fiscal
2001, primarily as a result of amortization of goodwill arising out of our acquisition of US Assemblies New England, Inc.
In addition, fiscal 2002 benefited as a result of no amortization of goodwill for the Pacific Consultants LL.C and MTS
Systems’ Chaska operation acquisitions completed after July 1, 2001, as required by the newly issued SFAS No. 142,
“Goodwill and Other Intangible Assets”.

In fiscal 2002, we recognized goodwill impairment charges of $24.2 million related to our acquired facilities in Almelo,
The Netherlands, San Jose, California and Taunton, Massachusetts. These charges are the conclusion from our analyses of
the expected future cash flows in response to the reduced sales volumes experienced in fiscal 2002 in these locations.

Other income (expense) - Other income, net, was $0.8 million in fiscal 2002 compared to other income, net, of $1.0 million
in fiscal 2001. This change in other income was primarily a result of lower gains on sales of fixed assets offset by higher
currency gains in certain foreign locations.

Interest expense - Interest expense decreased $0.5 million to $7.1 million in fiscal 2002 from $7.6 million in fiscal 2001.
This decrease reflects reduced overall interest rates on our variable line of credit.

Income tax expense (benefit) - The income tax benefit was $1.9 million in fiscal 2002 compared to a tax expense of $1.4
muillion in fiscal 2001. The benefit for fiscal 2002 was created as a result of the current year recognition of the available
refund of previously paid taxes from the carryback of the fiscal 2002 United States tax loss to prior years. This benefit is
offset, in part, by recorded valuation allowances for previously recognized deferred tax assets in certain tax jurisdictions.
The United States carryback benefit was increased by $3.8 million as a result of the recent tax law changes, which
extended the carryback period for the operating losses to five years. The fiscal 2002 benefits contrast with the fiscal 2001
" expense at low rates resulting from profits located in primarily low tax non-United States jurisdictions.

LIQUIDITY AND CAPITAL RESOURCES

We have funded our operations from the proceeds of bank debt, private and public offerings of equity and convertible debt,
cash generated from operations and lease financing of capital equipment. Historically, our principal uses of cash have been
to fund our working capital needs, business acquisitions, expanded operations, capital expenditures and debt service
requirements. We anticipate these uses will continue to be our principal uses of cash in the future.

Net cash provided by (used in) operating activities for fiscal 2003, 2002, and 2001 was $47.3 million, ($0.3) million and
($54.2) million, respectively. The net cash provided by operating activities increased significantly due to decreased levels
of inventories and accounts receivable and increased levels of accounts payables from a focus on the cash cycle. The cash
cycle improved from 85 days in fiscal 2002 to 50 days in fiscal 2003 improving our liquidity. In addition, net cash
provided by operating activities increased in fiscal 2003 as a result of lower operating losses.

Net cash used in investing activities for fiscal 2003, 2002, and 2001 was $15.6 million, $61.2 million, and $62.7 million,
respectively. In fiscal 2003, our cash used in investing activities included $4.4 million used to pay additional purchase
price for Pacific Consultants LLC, due after the first anniversary of the purchase. The original purchase agreement
provides for additional purchase price, payable in cash or common stock, of up to $40 million if earnings targets are met
for the acquired business in the two years following the close, which will be recognized as additional goodwill. Capital
expenditures were $12.6 million in fiscal 2003 or a decrease of $25.4 million as compared to the prior fiscal year. Capital
expenditures were principally used for upgrades in certain facilities for manufacturing machinery and equipment and
information technology equipment.

Net cash (used in) provided by financing activities for fiscal 2003, 2002, and 2001 was ($9.9) million, $67.1 million, and
$119.5 million respectively. Our principal use of cash in financing activities in fiscal 2003 included a net decrease of long-
term borrowings of $18.7 million offset by proceeds from the sale and leaseback of equipment of $1.7 million and our
worldwide headquarters facility in Rochester, MN of $5.8 million.
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As of March 31, 2003, we had unrestricted cash of $32.8 million and total borrowings, including capitalized lease
obligations, of approximately $96.7 million. Of these borrowings, we had approximately $34.1 million outstanding under
our IBM Credit Corporation credit facility and $11.8 million outstanding under our US Bank revolving credit facility. The
combined commitment from IBM Credit and US Bank as of March 31, 2003 was $80 million, however, availability under
the line based on eligibility requirements was $46.9 million.

In May 2002, the Company sold to two investors $5 million face value of 6 1/2% convertible senior subordinated notes
with a conversion price of $2.28 per share with companion seven year warrants at $2.28 per share to purchase 0.8 million
shares of the Company's common stock. This sale was part of a proposed placement of up to $50 million of convertible
notes with attached warrants to purchase common stock. In May 2002, the Company granted additional warrants to
purchase 1.0 million shares of the Company’s common stock at a price of $2.00 to the investors to complete its initial
obligation under the agreement. In July 2002, the Company issued additional warrants to purchase 0.3 million shares of
the Company’s common stock at a price of $1.62 to the investors in connection with the termination of the arrangement.

In June 2002, the Company obtained a term credit facility with a foreign bank for borrowing of up to approximately $7.2
million of which $6.0 million was outstanding at March 31, 2003. In December 2002, the Company increased its foreign
revolving credit facilities, mainly in China, resulting in total availability of approximately $15.1 million, of which $12.0
million was borrowed at March 31, 2003.

As of April 25, 2003, Pemstar entered into a new $90 million revolving credit facility to replace its facility with IBM
Credit and US Bank. This new facility is with Congress Financial Corporation (a subsidiary of Wachovia Bank, N.A.),
Fleet Capital and US Bank. The term of this new facility is three years with maturity in April 2006. In addition, as of
March 28, 2003, the Company entered into a $12 million sale and leaseback of its main Rochester facility, which after
placement of lease deposits and restricted cash to collateralize outstanding bonds, resulted in net proceeds of $5.8 million.

All of these credit facilities are secured by substantially all of our assets. New domestic credit facilities include a covenant
to attain minimum net income before interest expense, income taxes, depreciation and amortization (EBITDA), for
domestic and worldwide operations. We are required under certain foreign credit facilities to meet various financial
covenants, including minimum location net worth, maximum debt to equity ratios, and minimum location net income, all
of which we were in compliance with at March 31, 2003.

In addition to our convertible senior subordinated notes and credit facilities, we had other debt obligations totaling $10.2
million and capital lease obligations of $18.1 million as of March 31, 2003. See Notes 7 and 11 to our consolidated
financial statements.

The domestic revolving credit facilities were replaced subsequent to year end to provide expanded capacity for funding
business growth and to extend arrangements approaching the expiration of their term. The Company has historically
experienced violations of covenants under its domestic revolving facilities and has always received waivers for such
violations. At March 31, 2003 the Company was in violation of certain covenants under the previous credit facilities,
however, it entered into its new credit facility prior to requesting a waiver. These new facilities require the maintenance
of certain minimum cash flow levels. In anticipation of a potential covenant violation at the end of its first fiscal quarter
of 2004, the Company obtained a waiver from its lenders providing relief for the potential violation, as well as, amending
future covenant requirements to reflect expected operating results for the balance of fiscal 2004. The Company’s operating
plan includes initiatives to reduce specific cash expenditures related to general and administrative expenses.

Our continued viability depends on our ability to generate sufficient cash from operations or obtain additional sources of
funds for working capital. Our ability to maintain sufficient liquidity depends, in part, on our achieving anticipated
revenue targets and intended expense reductions from our restructuring activities. We believe, as a result of the
restructuring actions we have taken in fiscal 2003 to reduce cash expenditures, the efforts we continue to make to increase
revenues from continuing customers, as well as efforts to generate new customers in various industry sectors, the sale and
leaseback financing, and our new revolving credit facilities, which provides additional borrowing capacity, that we have
sufficient cash flow to meet our needs for fiscal 2004. We may not achieve these targets or realize the intended expense
reductions. If our operating goals are not met, we may be required to secure additional waivers of any resulting covenant
violations under existing lending facilities, secure additional financing from lenders or sell additional securities.

We regularly review acquisition and additional facilities expansion or joint venture opportunities, as well as major new
program opportunities with new or existing customers, any of which may require us to sell additional equity or secure
additional financing in order to fund the requirement. The sale of additional equity could result in additional dilution to our
shareholders. We cannot be assured that financing arrangements will be available in amounts or on terms acceptable to us.
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CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

The Company is obligated to make future payments under various contracts, such as debt agreements, lease agreements,
and unconditional purchase obligations, and has certain contingent commitments related to a business acquisition. The
following table represents contractual cash obligations and other commercial commitments of the Company as of March
31, 2003: :

(Amounts in thousands) Due in Due in Due in Due in Due in Due

Total Fiscal 2004 Fiscal 2005 Fiscal 2006 Fiscal 2007 Fiscal 2008 Thereafter
Long-term debt under credit lines $§ 57870 $12,019 § - $ - $45,851 $ -3 -
Other long-term debt 20,703 10,427 1,806 1,711 1,512 5,003 244
Capital lease obligations 37,535 6,284 2,766 1,345 1,356 1,383 24,401
Operating leases : ' 49,834 11,936 9,679 8,175 5,885 5,200 8,959
Unconditional purchase obligations 13,681 13,681 - -

Total contractual cash obligations 3179623 $54347 $14251 $11,231 $54,604 $11,586 $33,604

See Notes 2, 7 and 11 to the Consolidated Financial Statements for additional information regarding these obligations.

(Amounts in thousands) Committed : Amount of commitment expiration
Total ) Over 5
) Amounts 1 year 2 years 3 years 4 years 5 years years
Standby letters of credit $6,138 §$ 5138 $ 1,000 $ - $ - $ - 3 -

See Note 2 to the Consolidated Financial Statements for additional information regarding contingent commitment related
to additional purchase price for Pacific Consultants LLC.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS
Interest Rate Risk

Our exposure to interest rate risk arises principally from the variable rates associated with our borrowings. On March 31,
2003, we had total borrowings of $61.7 million bearing variable interest rates. An adverse change of one percent in the
interest rate of all borrowings, which bear interest at variable rates, would cause us to incur a change in interest expense of
approximately $.6 million on an annual basis.

Foreign Currency Exchange Risk

Fluctuations in the rate of exchange between the U.S. dollar and the currencies of countries other than the U.S. in which we
conduct business could adversely affect our financial results. Except for sales in the Netherlands, Singapore and China,
our sales are principally denominated in U.S. dollars. As a result, we have relatively limited exposure to foreign currency
exchange risk on our sales. For fiscal 2003, sales denominated in Euros totaled $67.8 million, sales denominated in
Singapore dollars totaled $31.9 million and sales denominated in Chinese renminbi totaled $66.7 million. Costs related to
these sales are largely denominated in their respective currencies, thereby limiting our transaction risk exposures.
However, for sales not denominated in U.S. dollars, if there is an increase in the rate at which a foreign currency is
exchanged for U.S. dollars, it will require more of the foreign currency to equal a specified amount of U.S. dollars than
before the rate increase. In such cases, and if we price our products and services in the foreign currency, we will receive
less in U.S. dollars than we did before the rate increase went into effect. If we price our products and services in U.S.
dollars and competitors price their products in local currency, an increase in the relative strength of the U.S. dollar could
result in our prices being uncompetitive in a market where business is transacted in the local currency.

The reported results of our foreign operations will be influenced during their translation into U.S. dollars by currency
movements against the U.S. dollar. The result of a uniform 10% strengthening in the value of the U.S. dollar from March
31,2003, 2002 and 2001 levels relative to each of the currencies in which our revenues and expenses are denominated
would have resulted in a decrease in operating income of approximately $1.2 million, $.3 million and $0.4 million,
respectively, for the fiscal years ended March 31, 2003, 2002 and 2001.

At March 31, 2003 and 2002, the amount we consider permanently invested in foreign subsidiaries and translated into
dollars using the year end exchange rate was $53.1 million and $44.8 million, respectively, and the potential loss in fair
value resulting from a hypothetical 10% strengthening in the value of the U.S. dollar currency exchange rate amounts to
$4.8 million and $4.1 million; respectively. Actual amounts may differ.
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We currently do not hedge our exposure to foreign currency exchange rate fluctuations; however, we may hedge such
exposures in the future.

Impact of Inflation
We believe that our results of operations are not dependent upon moderate changes in the inflation rate.
NEW ACCOUNTING PRONOUNCEMENTS

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed Of”, which is effective for fiscal years beginning after June 15, 2002. This statement
addresses financial accounting and reporting for the impairment or disposal of long-lived assets and supersedes SFAS No.
121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of”, and the
accounting and reporting provisions of Accounting Principles Board (APB) Opinion No. 30, “Reporting the Results of
Operations”, for a disposal of a segment of a business. The adoption of this pronouncement at April 1, 2003 had no
material impact on our consolidated results of operations, financial position or cash flows.

In July 2002, FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities," which
addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF No. 94-
3, "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity Including Certain
Costs Incurred in a Restructuring” (EITF 94-3). The principal difference between SFAS No. 146 and EITF 94-3 relates to
SFAS No. 146's requirements for recognition of a liability for a cost associated with an exit or disposal activity. SFAS
No. 146 requires that a liability for a cost associated with an exit or disposal activity be recognized when the liability is
incurred. Under EITF 94-3, a liability for an exit cost was recognized at the date of an entity's commitment to an exit plan.
A fundamental conclusion reached by FASB in this statement is that an entity's commitment to a plan, by itself, does not
create an obligation that meets the definition of a liability. Therefore, this statement eliminates the definition and
requirements for recognition of exit costs in EITF 94-3. This statement also establishes that fair value is the objective for
initial measurement of the liability. The effective date of the new statement is January 1, 2003, with earlier adoption
encouraged. The Company does not believe adoption of this statement will materially impact the Company's financial
position or results of operations. ‘

CRITICAL ACCOUNTING POLICIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the United
States. The preparation of these financial statements requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. On an on-going basis,
management evaluates its estimates and adjustments, including those related to returns, bad debts, inventories, intangible
assets, income taxes, restructuring costs, retirement benefits, and contingencies and litigation. Management bases its
estimates and judgments on historical experience and on various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results may differ from these estimates under different
assumptions or conditions. )

Management believes the following critical accounting policies, among others, affect its more significant judgments and
estimates used in the preparation of its consolidated financial statements.

Bad Debt - The Company has a diverse customer base. The creditworthiness of customers is evaluated before sales are
approved. The Company records an allowance for doubtful accounts based on past history, current economic conditions
and the composition of its accounts receivable aging, and in some instances, makes allowances for specific customers
based on several factors, such as the creditworthiness of those customers and payment history. Actual write-offs may
differ from the allowances for doubtful accounts, and this difference may have a material effect on the Company’s
financial position and results of operations.

Inventories - We value our inventories on a first-in, first-out basis at the lower of cost or estimated market value. Given
the volatility of the markets in which the Company operates, the Company makes adjustments to its value of inventories
based on estimates of potentially excess and obsolete inventory after considering customer forecasted demand, forecasted
average selling price and its ability to sell excess inventory quantities back to its customers. However, forecasts are subject
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to revisions, cancellations, and rescheduling. Actual demand will inevitably differ from such anticipated demand, and such
differences may have a material effect on the Company’s financial position and results of operations, if additional write-
offs are required.

Gooawill and Intangible Impairment - During the year ended March 31, 2002, we recorded $24.2 million in impairment
losses related to goodwill and other intangible assets under accounting principles effective at that time. Effective April 1,
2002, we adopted Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets”.
Under this standard, goodwill and other intangible assets with indefinite lives are no longer amortized. This standard
requires, at a minimum, that we perform an annual assessment of the carrying value of these assets. If the carrying value of
goodwill and intangible assets exceeds its fair value, an impairment loss will be recognized. During the year ended March
31, 2003, we recorded a $5.3 million impairment loss as the transition date cumulative effect of a change in accounting
principle. See Note 1 to the Consolidated Financial Statements, included herein. In assessing the recoverability of our
goodwill and other intangible assets we must make assumptions regarding estimated future cash flows and other factors to
determine the fair value of the respective assets. These cash flow estimates take into account current customer volumes
and the expectation of new or renewal projects, historic gross margins, historic working capital parameters and planned
capital expenditures. If these estimates or their related assumptions change in the future, we may be required to record
impairment charges for these assets not previously recorded.

Long-lived assets — The Company follows SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of.” SFAS No. 121 requires that long-lived assets, including goodwill, be reviewed for
impairment whenever events or circumstances indicate the carrying amount of an asset may not be recoverable. The
Company evaluates potential impairment by comparing the carrying amount of the assets with the estimated undiscounted
cash flows associated with them. If impairment exists, the Company measures the impairment utilizing discounted cash
flows.. The Company adopted SFAS No. 144 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed Of,” at April 1, 2003. This statement addresses financial accounting and reporting for the
impairment or disposal of long-lived assets and supercedes SFAS No. 121. This adoption had no material impact on the
Company’s consolidated results of operations, financial position or cash flows.

Income Taxes - In determining the carrying value of our net deferred tax assets, we must assess the likelihood of sufficient
future taxable income in related tax jurisdictions, based on estimates and assumptions to realize the benefit of these assets.
If these estimates and related assumptions change in the future, we may be required to record additional valuation
allowances against our deferred tax assets, resulting in additional income tax expense in our consolidated statement of
operations. Management evaluates quarterly whether the deferred tax assets may be realized and assesses the need for
additional valuation allowances or reduction of existing allowances quarterly. During the year ended March 31, 2003, we
recorded $8.6 million of additional valuation allowances related to our net deferred tax assets as of March 31, 2003,
bringing the total allowance to $35.5 million.

CAUTIONARY STATEMENTS

This report contains certain “forward-looking” statements. These forward-looking statements may contain statements of
intent, belief or current expectations of Pemstar Inc. and its management. Such forward-looking statements are not
guarantees of future results and involve risks and uncertainties that may cause actual results to differ materially from the
potential results discussed in the forward-looking statements. In addition to factors discussed above, risks and
uncertainties that may cause such differences include but are not limited to; a continued decline in economic conditions or
a recession; the effects of September 11, 2001, or future terrorist attacks in the United States and the engagement of
military forces of the United States and its allies in other parts of the world, as well as any future events in response to
these developments, including rumors or threats of war, actual conflicts or trade disruptions; changes in demand for
electronics manufacturing and design services; changes in demand by major customers due to cancellations, reductions or
delays of orders; shortages or price fluctuations in component parts; difficulties managing our expansion and integrating
acquired businesses; increased competition and other risk factors listed from time to time in the Company’s Securities and
Exchange Commission filings, including but not limited to Exhibit 99 to the Company’s Annual Report on Form 10-K for
the fiscal year ended March 31, 2003. The foregoing list is not exhaustive and the Company disclaims any obligation to
subsequently revise any forward-looking statements to reflect events or circumstances after the date of such statements.
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CONSOLIDATED BALANCE SHEETS

PEMSTAR Inc.
(In thousands, except per share data) March 31, March 31,
: 2003 2002
Assets
Current assets:
Cash and cash equivalents $ 32,762 $ 11,483
Restricted cash 4,268 1,423
Accounts receivable, net 112,316 122,752
Recoverable income taxes 282 3,873
Inventories, net 69,279 92,929
Unbilled services ' 10,797 16,356
Deferred income taxes : 35 45
Prepaid expenses and other 7.474 8,507
Total current assets 237,213 257,368
Property, plant and equipment, net 93,200 99,108
Goodwill, net ‘ 33,771 34,678
Deferred income taxes 1,705 1,111
« Other assets 6.173 3.459
Total assets - $ 372,062 $ 395,724
Liabilities and shareholders’ equity
Current liabilities:
Current maturities of long-term debt $ 22,446 $ 13,999
Current maturities of capital lease obligations 5,288 10,865
Accounts payable 88,083 79,410
Income taxes payable A 191 21
Accrued expenses and other 22,631 15,738
Total current liabilities 138,639 120,033
Long-term debt, less current maturities 56,127 71,340
Capital lease obligations, less current maturities 12,843 3,122
Other liabilities and deferred credits 4,58 7,832
Shareholders’ equity:
Common stock, par value $0.01, 150,000 shares authorized;

shares issued and outstanding; 2003 - 37,486 shares;

2002 — 36,701 shares ‘ ' 375 ’ 367
Additional paid-in capital ' 234,943 232,233
Accumulated other comprehensive loss (14) (2,131)
Accumulated deficit (74,928) (36,164)
Loans to shareholders ‘ (509) (908)

Total shareholders’ equity 159.867 193,397
Total liabilities and shareholders’ equity $ 372,062 $395724

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

PEMSTAR Inec.

(In thousands, except per share data)

Net sales
Costs of goods sold
Gross profit

Selling, general and administrative expenses
Restructuring costs

Amortization

Goodwill impairment charges

Operating (loss) income

~ Other income (expense) — net
Interest expense
(Loss) income before income taxes and
cumulative effect of accounting change

Income tax expense (benefit)
(Loss) income before cumulative effect of
accounting change

Cumulative effect of accounting change
Net (loss) income

Basic (loss) income per common share:
(Loss) income before cumulative effect of
accounting change
Cumulative effect of accounting change
Net (loss) income

Diluted (loss) income per common share:
(Loss) income before cumulative effect of
accounting change
Cumulative effect of accounting change
Net (loss) income

Shares used in computing net (loss) income per

common share:
Basic
Diluted

See notes to consolidated financial statements.

Year Ended March 31,
2003 2002 2001
\
|

$ 668,175 $ 657,493 $ 635,307
637,074 627,457 581.278
31,101 30,036 54,029
51,076 53,351 37,366
4,249 - -
129 2,152 1,961

- 24.228 -
(24,353) (49,695) 14,702
558 829 967

(8.870) (1.077) (7.550)
(32,665) (55,943) 8,119
753 (1.926) 1.436
(33,418) (54,017) 6,683
(5.346) : - -
38.764 $ (54.017) $  6.683
$ (90) $(1.56) $ .29
_(14) - -
$(1.049) $(1.56) $ 29
$ (90) $ (1.56) $ 25
(14) - _-
§11.04) $(1.56) $ 25
37,133 34,717 23,013
37,133 34,717 26,943
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CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

PEMSTAR Inc.
(In thousands) . ‘ Accumulated Retained
Additional Other Earnings
Common Stock Paid in Comprehensive  (Accumulated Loans to
Shares Amount Capital Loss Deficit) Shareholders Total
Balance, March 31, 2000 13,819 $ 138 §$15,395 $§ (772) $11,170 $ (3.258) § 22,673
Issuance of common stock in ’ '
employee stock programs 449 4 1,719 - - (200) 1,523
Payments on loans to
shareholders - - - - - 1,194 1,194
Issuance of common stock 9,316 94 93,523 - - - 93,617
Conversion of preferred stock 4,710 47 26,502 - - - 26,549
Comprehensive income: _
Net income - - - - 6,683 - 6,683
Foreign currency ,
translation adjustment - - - (1,527) - - (1,527)
Comprehensive income - - - - - .- 5,156
Balance, March 31, 2001 28,294 283 137,139 (2,299) 17,853 © (2,264 150,712
Issuance of common stock in , ‘
employee stock programs 1,271 12+ 5782 - - . (108) 5,686
Payments on loans to o
shareholders - - - - - 1,464 1,464
Issuance of common stock 6,275 63 79,321 - - - 79,384
Issuance of common stock
in connection with
business acquisitions 861 9 9,991 ' - - - 10,000
Comprehensive (loss)
income: »
Net loss - - - - (54,017) - (54,017)
Foreign currency
translation adjustment - - - 168 - - 168
Comprehensive loss - - - - - - (53.849)
Balance, March 31, 2002 36,701 367 232,233 (2,131) (36,164) (908) 193,397
Issuance of common stock in
employee stock programs 785 8 1,092 - - 1,100
Payments on loans to
shareholders - - - - - 399 399
Issuance of warrants - - 1,618 - - - 1,618
Comprehensive (loss)
income: :
Net loss ‘ - - - - (38,764) - (38,764)
Foreign currency
translation adjustment - - - 2,117 - - 2,117
Comprehensive loss - - - _(36.647)

Balance, March 31, 2003 37486 $375 $234,943 § (14 $(74928) $§ __(509) $159.867

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

See notes to consolidated financial statements.
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PEMSTAR Inc. .
Year ended March 31,
(In thousands) 2003 2002 2001
Cash flows from operating activities:
Net (loss) income $(38,764) $(54,017) $ 6,683
Adjustments to reconcile net (loss) income to net cash '
provided by (used in) operating activities: .
Depreciation 20,021 18,299 12,097
Amortization 1,693 3,085 1,961
Goodwill impairment charge/accounting change 5,346 24,228 -
Deferred income taxes (584) 1,059 (146)
Loss(gain) on sale of property, plant and equipment 48 (49) 417)
Restructuring charge for property, plant and equipment 1,038 - -
Other deferred credits (844) (356) (292)
Change in operating assets and liabilities: B
Accounts receivable 12,885 (12,596) (41,563)
Inventories . 24,991 24,986 (43,222)
Recoverable income taxes 3,591 (3,873) -
Unbilled services 5,559 (6,622) (7,804)
Prepaid expenses and other 1,487 (2,318) 4,816)
Accounts payable 7,285 7,554 21,149
Accrued expenses and other 3.559 313 2,151
Net cash provided by (used in) operating activities 47,311 (307) (54,219)
Cash flows used in investing activities:
Decrease (increase) in restricted cash 1,296 (1,090) 10
Business acquisitions, net of cash acquired (4,376) (24,361) (21,225)
Proceeds from sale of property, plant and equipment 42 2,178 1,073
Purchases of property, plant and equipment (12,555) (37.930) (42,542)
Net cash used in investing activities (15,593) (61,203) (62,684)
Cash flows from financing activities:
Bank overdrafts - (13,504) 3,242
Proceeds from common stock sales - 79,384 93,899
Proceeds from sale of warrants 560 - -
Proceeds from employee stock sales 1,100 5,686 1,241
Payments on loans to shareholders 399 1,464 1,194
Proceeds from government grants 300 550 -
Proceeds from sale and leaseback 7,476 911 4,060
Principal payments on long-term borrowings (54,274) (60,072) (94,457)
Proceeds from long-term borrowings 35,592 54,156 110,968
Debt placement costs (1,099) (1.411) (635)
Net cash (used in) provided by financing activities (9,946) 67,164 119,512
Effect of exchange rate changes on cash (493) (53) 546
Net increase in cash and cash equivalents 21,279 5,601 3,155
Cash and cash equivalents:
Beginning of year 11,483 5,882 2,727
End of year $ 32,762 $ 11,483 3 5,882




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
PEMSTAR Inc.
(In thousands, except per share data)

Note 1. Nature of Business and Significant Accounting Policies

Business — PEMSTAR Inc. (the “Company) is a leading provider of electronics manufacturing services to original
equipment manufacturers in the communications, computing and data storage, industrial and medical equipment sectors.
The Company provides its services to customers on a global basis through manufacturing facilities located in North
America, Asia, Europe and South America.

Principles of consolidation — The accompanying financial statements include the accounts of the Company, its majority-
owned subsidiaries and the Company’s share of net earnings or losses of 50 percent or less owned companies accounted for
using the equity method. All material intercompany accounts and transactions are eliminated in the consolidated financial
statements.

Revenue recognition — Revenue from the sales of products is recognized when the product is shipped to the customer. In
limited circumstances, although the physical product remains on the Company’s premises at the request of the customer,
when title and risks and rewards of ownership have contractually passed to the customer, revenue is recognized in
accordance with the guidance of Staff Accounting Bulletin No. 101. Revenue from design, development and engineering
services is recognized when the services are performed and collectibility is reasonably certain. Such services provided
under fixed price contracts are accounted for using the percentage of completion method as outlined in SOP 81-1,
“Accounting for Performance of Contract-Type and Certain Production-Type Contracts”. Revenue recognized in excess of
billed amounts under fixed price contracts or unbilled engineering services is classified as unbilled services in the balance
sheet.

Cash and cash equivalents — The Company considers all highly liquid debt securities purchased with a maturity of three
months or less to be cash equivalents. Cash equivalents are recorded at cost, which approximates market value.

Inventories — Inventories are stated at the lower of cost (first-in, first-out method) or market and include freight-in,
materials, labor and manufacturing overhead costs.

Property, plant and equipment — Property, plant and equipment is stated at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Number of
Years
Buildings and improvements 4 to0 40
Machinery and equipment 4107
Furniture and fixtures 2to 10

Computer hardware and software 4
Amortization of assets acquired under capital leases is included with depreciation expense.

Goodwill — Effective April 1, 2002, the Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets”. Under
this standard, goodwill and intangibles with indefinite useful lives are no longer amortized. This standard also requires, at
a minimum, an annual assessment of the carrying value of goodwill and other intangibles with indefinite useful lives. If
the carrying value of goodwill or an intangible asset exceeds its fair value, an impairment loss shall be recognized.
Intangible assets with finite lives are amortized over their estimated useful lives. Prior to 2003, goodwill and indefinite-
lived intangible assets were amortized over periods not exceeding 40 years. Goodwill at March 31, 2003 and 2002 of
$33,771 and $34,678, respectively, is net of accumulated amortization of $1,860.

SFAS No. 142 required the Company to complete an impairment review of its goodwill assets. As a result of the
Company’s completion of its transitional impairment test using a discounted cash flow model as required by SFAS No.
142, it determined that goodwill pertaining to one of its acquisitions was impaired. As such, the Company recorded as a
cumulative effect of a change in accounting principle a write-off of goodwill in the amount of $5, 346 on which the
Company recognized no tax benefit:
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During 2002, the Company evaluated its goodwill under SFAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed of”. As a result of this evaluation, the Company recorded a goodwill
impairment charge of $24,228.

As reconciliation of reported net (loss) income adjusted to reflect the adoption of SFAS No. 142 as if it had been effective
April 1, 2000 is provided below:

Year Ended March 31,
2003 2002 2001
Reported net (10SS) INCOME ......evveveeeererereieerieenerercrenens $(38,764) $(54,017) $ 6,683
Add: Adjustment for accounting change ................ 5,346 - -
Amortization, net of tax .....c.ccoceeeviieiieeriieceeenns - 2,152 856
Adjusted net (10SS) INCOME .......vevrererreerireererirecerenen 3341 $ (51,865) $7,539
Reported basic (loss) income per common share ......... $(1.04) $ (1.56) $ .29
Add: Adjustment for accounting change.........c..c........ .14 - -
Amortization, net of tax .......c.cooovverineieinen - .07 .04
Adjusted basic net (loss) income per common share.... § (90) $(1.49) $ 33
Reported diluted (loss) income per common share....... $(1.04) 3 (1.56) § .25
Add: Adjustment for accounting change..................... .14 - -
Amortization, net of taX ..........cccoovveeiiiieenenns - .07 .03
Adjusted diluted net (loss) income per common share. $ (90 $(1.49) s 28

(1) Reported in fourth fiscal quarter as a change to first fiscal quarter

Long-lived assets — The Company follows SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of.” SFAS No. 121 requires that long-lived assets, including goodwill, be reviewed for
impairment whenever events or circumstances indicate the carrying amount of an asset may not be recoverable. The
Company evaluates potential impairment by comparing the carrying amount of the assets with the estimated undiscounted
cash flows associated with them. If impairment exists, the Company measures the impairment utilizing discounted cash
flows.

Estimated warranty claim — The Company sells its products with a warranty that provides for repairs or replacements of
any defective workmanship for a three-month period after the sale. Based upon historical experience, the accrual for
warranty claims is not material at March 31, 2003 and 2002.

Foreign currency — For subsidiaries where the U.S. dollar is the functional currency, all foreign currency asset and liability
amounts are re-measured into U.S. dollars at end-of-period exchange rates, except for inventories, prepaid expenses,
property, plant and equipment, and intangible assets, which are re-measured at historical rates. Foreign currency income
and expenses are re-measured at average exchange rates in effect during the year, except for expenses related to balance
sheet amounts re-measured at historical exchange rates. Exchange gains and losses arising from re-measurement of foreign
currency-denominated monetary assets and liabilities are included in income in the period in which they occur.

For subsidiaries where the local currency is the functional currency, assets and liabilities denominated in local currencies
are translated into U.S. dollars at end of period exchange rates, and the resultant translation adjustments are reported, net of
their related tax effects, as a component of accumulated other comprehensive income (loss) in stockholders’ equity. Assets
and liabilities denominated in other than the local currency are re-measured into the local currency prior to translation into
U.S. dollars, and the resultant exchange gains or losses are included in income in the period in which they occur. Income
and expenses are translated into U.S. dollars at average exchange rates in effect during the period.

Comprehensive income (loss) reflects the change in equity of a business during a period from transactions and other events
and circumstances from non-owner sources. For the Company, comprehensive income (loss) represents net income (loss)
adjusted for foreign currency translation adjustments.

Shipping and handling fees — The Company classifies costs associated with shipping and handling fees as a component of
cost of goods sold. Customer billings related to shipping and handling fees are reported as net sales.

Income taxes — The Company accounts for income taxes following the provisions of SFAS No. 109, “Accounting for
Income Taxes.” SFAS No. 109 requires that deferred income taxes be recognized for the tax consequences in future years
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of differences between the tax bases of assets and liabilities and their financial reporting amounts at each year end, based
on enacted tax laws and statutory tax rates applicable to the periods in which the differences are expected to affect taxable
earnings. Valuation allowances are established when necessary to reduce deferred tax asséts to the amount more likely
than not to be realized. The effect of changes in tax rates is recognized in the period in which the rate change occurs.

Research and development — Research and development costs are expensed when incurred and totaled $1,0%1, $1,015 and
$489 for the years ended March 31, 2003, 2002, and 2001, respectively.

Use of estimates — The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Given the volatility of the markets in which the Company operates, the Company makes adjustments to its value of
inventories based on estimates of potentially excess and obsolete inventory after considering customer forecasted demand
and forecasted average selling price. However, forecasts are subject to revisions, cancellations, and rescheduling. Actual
demand will inevitably differ from such anticipated demand, and such differences may have a material effect on the
Company’s financial position and results of operations.

The Company has a diverse customer base. The creditworthiness of customers is evaluated before sales are approved. The
Company records an allowance for doubtful accounts based on past history, current economic conditions and the
composition of its accounts receivable aging, and in some instances, makes allowances for specific customers based on
several factors, such as the creditworthiness of those customers and payment history. Actual write-offs may differ from the
allowances for doubtful accounts, and this difference may have a material effect on the Company’s financial position and
results of operations.

Stock-based compensation — The Company has adopted the pro-forma disclosure only requirements of SFAS No. 123,
“Accounting for Stock-Based Compensation”, and accordingly, accounts for stock options issued to employees using the
intrinsic value method of Accounting Principles Board Opinion (“*APB”) No. 25, “Accounting for Stock Issued to
Employees.” Compensation expense is recorded on the date stock options are granted only if the current fair market value
of the underlying stock exceeds the exercise price of the option. Accordingly, no compensation cost has been recognized
for grants under these stock option plans since the exercise price equaled the fair market value of the stock on the date-of
grant. Had compensation cost for stock option grants been based on the grant date fair values of awards (the method
described in SFAS No. 123), reported net (loss) income would have been changed to the pro forma amounts reported
below.

Year Ended March 31,‘
2003 2002 2001

Net (loss) income:

ASTEported ....cooviviiieiiee e $(38,764) $(54,017) - $ 6,683

Additional compensation expense, net of tax ....... (2.625) (2.819) (2.476)

Pro forma.......... ettt ettt et $(41,389)  $(56,836) $ 4,207
Basic (loss) earnings per share:

ASTEPOTtEd ..ot $(1.04) $(1.56) $0.29

Pro forma......cccocovcvevvvnrnenennnns FATOUSTUR TO(11D) (1.64y - 0.18 ¢

" Diluted (loss) earnings per share:
Asreported ..o et $(1.04) $(1.56) - $0.25

PLO FOTMA oo eeses e eeee s serersesessenes (1.11) (1.64) 0.16

The fair value of each option grant has been estimated at the grant date using a Black-Scholes option pricing model with
the following weighted average assumptions: dividend rate of 0% for all years; risk-free interest rates of 3.83%, 5.42%
and 5.70% for 2003, 2002 and 2001, respectively, volatility factor of expected market price of our common stock of 1.5,
0.8 and 1.4 for 2003, 2002 and 2001, respectively, and expected lives of ten years.

Net (loss) income per common share — The Company follows the provisions of SFAS No. 128, “Earnings Per Share.”
Basic net (loss) income per share is computed based upon the weighted average number of common shares issued and
outstanding during each year. Diluted net (loss) income per share amounts assume conversion, exercise or issuance of all
potential common stock instruments (stock options as discussed in Note 15 and convertible preferred stock as discussed in
Note 13).

26




The followmg table reflects the components of common shares outstanding in accordance with SFAS No. 128:

Year ended March 31,
Weighted average common shares outstanding — basic.................... 37,133 34,717 23,013
Effect of dilutive securities: ‘
Preferred StOCK COMVEISION ...cocviviuviiiiiiiieeeiie et erea e - - 1,677
StOCK OPHIONS 1.vvvreiiceeeeieiereeiarre et et et et et e besbestesseeneesnensenbe e - - 2.253
Shares used in computing net income (loss) ' ' ’
" per common share — diluted................coevererrinnann. e ' 37,133 34,717 26,943

Common stock equivalents and their impact on net loss have been excluded from the diluted per share calculation for 2003
and 2002, since the Company incurred net losses and the inclusion of common stock equivalents would have had an anti-

. dilutive impact. Potentially dilutive securities, which have been excluded, consist of i) unexercised stock options and

warrants to purchase 5,978 and 3,465 shares of the Company’s common stock as of March 31, 2003 and 2002,

- respectively, and 1i) 2,193 shares of the Company’s common stock issuable upon conversion of convertible debt as of

March 31, 2003.

New Accounting Pronouncements — In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed Of”, which is effective for fiscal years beginning after June
15,2002. This statement addresses financial accounting and reporting for the impairment or disposal of long-lived assets
and supersedes SFAS No. 121, and the accounting and reporting provisions of Accounting Principles Board (APB)
Opinion No. 30, “Reporting the Results of Operations”, for a disposal of a segment of a business. The Company adopted
this pronouncement at April 1, 2003. This adoption had no material impact on the Company’s consolidated results of
operations, financial position or cash flows.

At April 1, 2002, the Company adopted the provisions of FASB No. 146, “Accounting for Exit Costs”. This statement
addresses financial accounting and reporting for costs associated with exit activities in relation to business acquisitions or
restructuring of operations. This adoption had no material impact on the Company’s consolidated results of operations,
financial position or cash flows.

Reclassification — Certain prior year amounts have been reclassified to conform with the current year presentation. These
reclassifications had no impact on previously reported net (loss) income or sharcholders’ equity.

Note 2. Acquisitions

In August 2000, the Company acquired Turtle Mountain Corporation. Turtle Mountain is an electronics manufacturing
service provider for commercial and military customers. The purchase price of $20,638, including liabilities assumed, was
funded with proceeds of a term loan of $9,500 with the remainder borrowed under the Company’s operating line of credit.
The transaction was accounted for as a purchase. Accordingly, the net assets and operating results have been included in
the Company’s financial statements from the date of acquisition. The excess of the purchase price over the estimated fair
value of the net assets acquired of $9,680 has been recorded as goodwill and was being amortized over an estimated useful
life of 20 years until March 31, 2002 when a new accounting pronouncement was adopted (See Note 1). In September
2001, in connection with the terms of the purchase agreement, the Company was required to pay additional contingent
consideration, which had the effect of increasing the purchase price and goodwill by $750.

In May 2001, the Company acquired certain assets and assumed certain liabilities of U.S. Assemblies New England, Inc.,
which operates through an 85,000 square foot facility located in Taunton, Massachusetts. The purchase price of $14,522,
including $1,646 of assumed indebtedness was funded under the Company’s operating line of credit. The transaction was
accounted for as a purchase. Accordingly, the net assets and operating results have been included in the Company
financial statements from the date of acquisition. The excess of the purchase price over the estimated fair value of the net
assets acquired of $11,913 was recorded as goodwill prior to the remaining unamortized balance of $11,367 being written
off in March 2002 as a result of the Company’s analysis of impairment.

In September 2001, the Company purchased the membership interests and business of Pacific Consultants LLC (a provider
of electromechanical design and test consulting services). The initial purchase price was approximately $20,642, including
common stock valued at $10,000, cash and costs of $6,792, and cash or common stock of $3,850 payable up to two years

from the date of the acquisition. The purchase agreement provides for additional adjustment of the purchase price, payable
in cash or common stock, up to an additional $40,000, if earnings targets are met for the acquired business in the two years
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following the close. The transaction was accounted for as a purchase. Accordingly, the net assets and operating results
have been included in the Company’s financial statements from the date of acquisition. The excess of the purchase price
over the estimated fair value of net assets acquired was recorded as goodwill and has not been amortized in accordance
with SFAS No. 142. Goodwill of $17,356 was recorded at March 31, 2002 and increased by $4,376 in the year ended
March 31, 2003, for payments made in connection with purchase agreement adjustment of purchase price contract

provisions.

In November 2001, the Company purchased certain assets from MTS Systems Corporation including equipment located in
Chaska, Minnesota. The purchase price of $3,647 was funded under the Company’s operating line of credit. The
transaction was recorded as a purchase. Accordingly, the net assets and operating results have been included in the
Company’s financial statements from the date of acquisition. The excess of purchase price over the fair value of net assets
acquired of $1,257 was recorded as goodwill and has not been amortized in accordance with SFAS No. 142.

The following table summarizes the estimated fair value of assets acquired and liabilities assumed at the date of acquisition
for acquisitions since adoption of SFAS No. 141, which includes the Pacific Consultants LLP and MTS Systems

Corporation transactions.

CUITENE ASSELS ...vveevrererrererrrerresree et eseeerreeseessesseennes
Property, plant and equipment..........c.coeereveviierinninens
Intangible assets not subject to amortization........ B
GOOAWIL....oveieiiccrieeeeee e

The following unaudited pro forma combined summary statement of operations for the years ended March 31, 2002 and
2001 was prepared in accordance with APB No. 16 and assumes the acquisitions had occurred at the beginning of the
periods presented. The following pro forma data reflect adjustments for interest expense, amortization of goodwill, where
applicable, and depreciation of fixed assets. The unaudited pro forma financial information is provided for informational
purposes only and does not purport to be indicative of the future results of the Company.

Unaudited Pro Forma Consolidated Statements of Operations

NEt SALES ...ttt e
Net (10SS) INCOMIC ....vveveiiiieeieeeeeriir e ste e et et e e besareenbeesre s

Net (loss) income per common share — basiC........ceceevvrvecvecverienns
Net (loss) income per common share — diluted.........c...c.....lcoeene

Note 3. Accounts Receivable

Accounts receivable consists of the following:

ACCOUNTS TECEIVADIE ...vevvveviieiiri et et e e seiiere s e s e s sebenenesenans
Less allowance for doubtful accounts .........cccooeeeevervnnnnee, oo
Note 4. Inventories

Inventories consist of the following:

RaW MaterialS ..ottt
CWOTK 0 PIOCESS ..ottt
Finished g00dS ......ccoviiiiiiiice e
Less allowance for inventory obsolescence ............cocevvvinerierenenn
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'Year ended March 31,
2002 2001
$ 674,016 $ 650,904
(53,767) 6,944
$ (1.55) $ .30
(1.55) 26
March 31,
2003 2002
$ 115,799 $ 131,476
(3.483) (8,724)
$ 112,316 $ 122,752
March 31,
2003 2002
$ 57,971 $ 85,587
10,078 8,763
6,611 5,255
: (5,381) (6,676)
$ 69279 $ 92929




Note 5. Property, Plant and Equipment, Net

Property, plant and equipment consists of the following:

March 31,
2003 2002
Land ..ot et '$ 2,587 § 3,027
Buildings and improvements ...........coccovreeireerorennennnesieenesreennes 27,134 27,362
Machinery and equipment..........ccccoeeniiininenenneccce e 80,243 73,046
Computer hardware and SOftWare ...........ccoeeverecvmvcreieeiniccnccnenee 27,341 24,091
COonNStruCtion 1N PIOZTESS ..c.ceverieererriereriiorerierertsesiesesesereeseenessseseeses 11,354 10,113
148,659 137,639
Less accumulated depreciation ...........coccecveveneiinnnennniesresiesenareseen (55.459) (38.531)
$ 93200 3 99.108
Note 6. Goodwill, Net
Goodwill consists of the following:
March 31,
2003 2002
GOOAWILL ..ottt es $ 35,631 $ 36,538
Less accumulated amortization...........cococeveeeeevevcirineneiennceeeesines (1.860) (1,860)
§ 33771 $ 34,678
Note 7. Financing Arrangements
Long-term debt consists of the following:
March 31,
’ 2003 2002
Domestic revolving credit facilities, interest at prime plus a margin
ranging up to 350 basis points or LIBOR plus a margin ranging
from 175 to 350 basis points (7.37% at March 31, 2003 and 6.39%
at March 31, 2002) .....oeirirriie et srrees e $ 45851 $ 61,947
Foreign revolving credit facilities, interest rates ranging from 4.8% to '
5.85% or LIBOR plus a margin of 150 basis points (5.85% at
March 31, 2003 and 5.5% at March 31, 2002).......cccoeeveervecrrrcrennnns 12,019 3,283
Convertible senior subordinated notes bearing interest at 6.5%, due May
L, 2007 oottt e et 4,541 -
Notes payable bearing interest ranging from 5.3% to 7.1%, due in
monthly payments of principal and interest of $297 through April
2004 for domestic notes and a balloon payment of $1,812 for a
foreign note. The notes are secured by equipment...........c.ccoeccveuenenn. 5,308 7,662
Foreign notes payable, interest 5.0% through June 2004 and prime less
100 basis points thereafter to June 2007, due in monthly payments
of $117 through June 2007. The notes are secured by buildings ..... 5,951 6,894
Bonds payable to the City of Rochester with variable interest rates
ranging from 1.35% to 1.40%, interest due monthly. Annual
principal payments ranging from $155 to $575 are due through June
2018 oottt ettt et tene 3,870 4,445,
OBBEE .ttt et st et bbb st ebe b b 1.033 1.108
78,573 85,339
Less current Maturities ..c...vveieiimeieiniiiiiiiiiiriiiiesrerieererna s reeananes (22.446) (13.999)
$ 56,127 $ 71,340

Payment of the bonds is secured by irrevocable letters of credit in favor of the trustee in the amount of $3,943 expiring in
August 2003. The Company is required to maintain letters of credit sufficient to pay all outstanding principal and interest
under the bonds. Restricted cash at March 31, 2003 includes $3,943 of cash pledged to back these irrevocable letters of
credit, replacing the previous mortgage on the Rochester headquarters and manufacturing facilities. Interest on the bonds
is variable and is payable monthly until, at the option of the Company with the consent of US Bank, the rate is fixed
(conversion date). In the event the Company exercises its option to convert the interest rate on the bonds from a variable
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rate to a fixed rate, a remarketing agent, currently FBS Investment Services, Inc., shall determine the fixed rate in
accordance with a remarketing agreement. Upon exercise of this option, a mandatory tender shall occur on which date the
bonds are called and reissued. Prior to the conversion date, the holders of the bonds may require the trustee to purchase the
bonds at a price equal to the principal amount thereof plus accrued interest thereon. Upon presentation for redemption, the
remarketing agent will attempt to resell the bonds at a price that is not less than par. Bond sinking funds and proceeds from
the bonds, to the extent unused, are shown as $325 and $477 in restricted cash and $0 and $198 in other assets at March 31,
2003 and 2002, respectively. In April 2003, notice of redemption was made with redemption occurring in May 2003. All
related restricted cash amounts and debt have been classified as current assets and liabilities.

Aggregate maturities of long-term debt are as follows:

Year ending March 31:
2004 A $ 22,446
2005 1,806
2006 1,711
2007 47,363
2008 5,003
Thereafter 244

$ 78,573

In May 2002, pursuant to a securities purchase agreement, the Company sold to two investors $5,000 face value of 6 %42 %
convertible senior subordinated notes with a conversion price of $2.28 per share together with a seven year warrant which
provided for the purchase of 788 shares of the Company’s common stock at an exercise price of $2.28 per share. The
initial carrying value of the notes was reduced by $532 for the fair value of the common stock warrant issued to the two
investors. The discount to the note is being amortized over the seven-year life of the note.

As consideration for entering into the transaction, in lieu of cash, the Company issued additional warrants to the two
investors to purchase 1,000 shares of the Company’s common stock at an exercise price of $2.00 per share. The fair value
of the warrants of $898 was capitalized as financing fees and is being amortized over the seven year life of the notes.

In July 2002, the Company entered into an amendment and termination agreement eliminating the remaining obligation to
sell notes and related warrants pursuant to the securities purchase agreement. The Company issued additional warrants in
consideration for the amendment and termination agreement providing for the purchase of 250 shares of the Company’s
common stock. The fair value of the warrants of $188 was charged to interest expense as a cost of termination of the
agreement.

As of March 31, 2003, the Company had revolving credit facilities with IBM Credit Corporation and US Bank totaling
$80,000 ($65,000 —“ Revolver A” and $15,000 — “Revolver B”, respectively) for revolving credit loans and letters of
credit, which expire at December 2003. Under available borrowing base limitations, calculated as percentage of eligible
accounts receivable and inventory balances, the Company could borrow $46,938 under the agreements at March 31, 2003.
In April 2003, the Company entered into new revolving credit facilities with Congress Financial Corporation and Fleet
Capital Corporation, which, as amended to include US Bank, provide up to $90,000 of revolving credit loans and letters of
credit and expire in April 2006. The facilities, which are limited to the lesser of the facilities amount or the available
borrowing base, calculated as a percentage of eligible accounts receivable and inventory balances, bear interest at prime or
Eurodollar rate plus a margin from 75 to 150 basis points, and 275 to 350 basis points, respectively, depending on excess
available borrowing capacity within the facilities. The Company is obligated to pay a monthly fee of %% % on the unused
portion of the facilities. The Company used proceeds to pay off existing domestic revolving credit facilities with IBM
Credit Corporation and US Bank, leaving remaining credit available under the new agreements at $17,355 at the closing
date of April 29, 2003. The revolving credit facilities are collateralized by substantially all domestic assets and by
investments in foreign subsidiaries.

The Company has letters of credit totaling $6,138 outstanding as of March 31, 2003 under these facilities. Restricted cash
balances of $3,943 and $946 relate to certain letters of credit outstanding at March 31, 2003 and March 31, 2002,
respectively.

The Company also has separate available lines of credit in certain foreign locations totaling $15,072, due at various dates
through May 2003, renewable at the discretion of the lender. Certain of these lines have been renewed subsequent to year
end, consistent with past experience with these lenders. These lines were used in part to repay the note payable balloon
payment due in May 2003 and have been expanded subsequent to March 31, 2003, to replace available credit used for that
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payment. Advances under these lines of credit bear interest at fixed and variable rates ranging from 4.8% to 5.1% at March
31, 2003. The lines of credit are both unsecured and secured by certain foreign inventories, receivables and fixed assets.

Note 8. Restructuring Costs

During fiscal 2003, the Company incurred restructuring costs of $4,249. Of this, $1,810, related to the decision to

consolidate separate manufacturing facilities in San Jose, California, into a single facility, consisting of lease continuation
costs of $1,037 and accelerated amortization of leasehold improvements of $773. Additionally, $2,439 of severance costs
were incurred, primarily in The Netherlands and in the United States’ locations, responding to reductions in local business

requirements. Restructuring costs remaining to be paid consist of amounts to satisfy remaining lease term requirements of
$537.

Note 9. Other Income (Expense) - Net

The other income and expense consists of the following:

Year Ended March 31,
- 2003 2002 2001
FOreign CUITency Sains. ... ...coeeurieerereninninerereseeenerrineee e seseseeseeee e $ 387 $ 691 $ 507
Minority interest in net loss of consohdated subsidiaries ............. TR ‘ - - 84
Other INCOME (EXPENSE)-NEL ....cocveriviieeieeeeeeeiienteienrirres et reereeesessennas 171 138 376

$ 558 $ 829 $ 967
Note 10. Fair Value of Financial Instruments
The carrying values of cash and cash equivalents, and accounts receivable and payable approximate fair value due to the
short-term maturity of these instruments. The carrying amount of the Company’s revolving line of credit and long-term

notes approximate fair value because the majority of the amounts outstanding accrue interest at variable rates.

Note 11. Commitments and Contingencies

The Company has various capital and operating leases, which expire on various dates through 2013. Future minimum
payments under both capital leases and operating leases are as follows:

Capital Operating
Year Ending March 31, Leases Leases
2004 ...t ettt b § 6,284 $ 11,936
2005 ettt en 2,766 9,679
2006....c. et 1,345 8,175
2007 ottt et 1,356 5,885
2008 et 1,383 5,200
TREIEATIET ..ottt 24,401 8,959
Total minimum lease payments............cocoveervnnennisiereneccenenes 37,535 $ 49,834
Less amount representing interest .........cocecvvererreverenvecenenieennens (19.404)
Present value of minimum lease payment .........c.cccccoevevvnnrenenn, 18,131
Less current portion..........c.coevvriinninnncnnnceeeeneneseseens (5.288)
$ 12,843
Property, plant and equipment includes the following amounts for capitalized leases:
March 31,
2003 2002
Buildings and improvements..............coocerrrrecrerisenennesisesceeenennns $ 11,691 $ -
Machinery and equipment...........ccoccerveernrrerenieeneneneeereeneeens 4,655 14,154
Furniture and fiXIUrES ..........covvvvveerierinicceriresis e - 649
Computer hardware and SOftWare .......c....oceecvvevviverninnenniennneas 8,634 8,328
24,980 23,131
Less accumulated depreciation..........cocvevevererrveninecinivinereennens (6,256) (6.085)

§ 18,724 $ 17,046
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Total rent expense recognized under operating leases for the years ended March 31, 2003, 2002 and 2001 totaled $13,329,
$10,039 and $5,175, respectively.

In March 2003, the Company sold land and buildings housing its Rochester, Minnesota, location in a transaction valued at
$12,000, which is treated as a financing transaction, because of the continuing use of the property. Proceeds totaled
§5,775, after deducting $309 of transaction costs, $1,917 of security deposits and $3,943 of restricted cash placed with US
Bank to replace collateral for letters of credit backing the related City of Rochester Bonds outstanding (See Note 9).
Leaseback rental payments total $959, $1,303, $1,330, $1,356, $$1,383 and $24,401 for years ended March 31, 2004,
2005, 2006, 2007, 2008 and thereafter, respectively. Other manufacturing equipment totaling $1,701 was financed
subsequent to recent purchases in sale-leaseback transactions during the year ended March 31, 2003.

The Company is currently a defendant, along with several current and former officers and directors, in a consolidated
putative class action captioned in re PEMSTAR Securities Litigation, alleging violations of Section 10(b) and Section
20(a) of the Securities Exchange Act of 1934 and Sections 11 and 12 of the Securities Act of 1933, The lawsuit is a
consolidation of several lawsuits, the first of which was commenced in United States District Court for the District of
Minnesota on July 24, 2002. The plaintiffs, several individual shareholders, allege, in essence, that the defendants
defrauded the Company’s shareholders by making optimistic statements during a time when they should have known that
business prospects were less promising and allege that the registration statement filed by the Company in connection with
the secondary offering contained false, material misrepresentations. An Amended Consolidated Complaint was filed
January 9, 2003. On August 23, 2002 and October 2, 2002 two different individual shareholders also commenced virtually
identical shareholder derivative actions against the Company as nominal defendant and its Board. Those actions are
currently pending in Unites States District Court for the District of Minnesota. The allegations in the derivative actions are
based on many of the same facts that gave rise to the securities action. The lawsuit alleges that the Board of the Company
breached its fiduciary duties. It is too early to predict the likelihood of prevailing on the various lawsuits described above.
Pemstar believes the actions are wholly without merit and is vigorously defending against the claims. The Company has
recorded no loss accrual as such amounts are not deemed estimable.

_Note 12. Income Taxes

Income (loss) before income taxes consisted of the following:

Year ended March 31,
2003 2002 2001
DOmESLIC c.voovveniiiiicii e, SO USROS ; $(43,342) $(57,885) $§ 3,403
FOTEIZI ..ccevevireieiieic ettt 10,677 1.942 4,716

$(32,665) $(55943) §$ 8,119

The provision for income taxes consisted of the following:

Year ended March 31,
2003 2002 2001
Current: : -
DOMESLIC ...voiviiviiriceeetr ettt ettt et ene e re e $§ 76 $ (5,638) $ 2,500
FOTEIZI .. vttt 1.261 2,653 (918)
1,337 (2,985) 1,582
Deferred:
DOMESHIC ..ottt enen - 2,418 (1,247)
FOTEIGI 1.ttt sttt ere e (584) (1,359) - 1,101
(584) 1,059 (146)

$ 753 $(1.926) § 1436

A reconciliation of the provision for income taxes at the statutory rates to the reported income tax provision is as follows:

Year ended March 31,
2003 2002 2001

Computed “expected” 1ax Tate......corvrvrerrrrerrecereeerrrnnresrenserenns $(11,106)  $(19,021) § 2,761
Inerease (decrease) in income taxes resulting from: ‘

State taxes, net of credits and federal income tax benefit..... (2,224)  (1,608) 105

Benefit of foreign sales/extraterritorial income exclusion.... (263) (291) (244)

FOTEIZN tAXES ...ovveveeieii ittt (5,409) (7,896) (1,284)

Valuation allowance............cccooooooiiiiviiiciciee e 8,553 26,962 -

Other....ccoiiiiiirene e o 384 (72) 98

$ 753 $ (1,926) $ 1436

32




A summary of deferred tax assets and liabilities is as follows:

March 31,
2003 2002
Deferred tax assets:
Allowance for doubtful accounts ..........ccccoevevrienenniinnn $ 1,280 $ 2,694
Allowance for inventory obsolescence..........oooeveeerinnenn 1,685 1,667
Reserve for goodwill impairment.........cccccvevivvcevcncerinenenne 8,846 7.914
Deferred revenue.........ccccovvviivieeceeirircree e 697 886
Domestic net 0perating [0SSES .. .ccevuriverierervairnrerierrerirnenes 22,521 5,476
State taX CIEAITS cvvevrviiiiirevie e e evre e rreeere e 1,254 1,142
Foreign expenses accelerated for book purposes ............ 5,011 1,539
Foreign net 0perating loSSES ..........o..vvurverrerrrrerrrrnneranns 4,545 11,025
OHET ettt se st 1.569 633
Total deferred tax @SSEtS...uviurmiiiiiiverririieriretreierceeiiirreerieseenens 47,408 32,976
Deferred tax liabilities: , ‘
Accelerated depreciation .........oeeereieninncenncnccnineenens (2,244) (1,477)
Foreign expenses accelerated for tax purposes .................. (7,648) (2,878)
Other oo ettt (261) (503)
Total deferred tax liabilities .......cccooeiriieioinincnccc e, (35,315) (4,858)
Valuation allowance:
DOomEStIC .vvvvieiierccee e ey aens - (35,348) (18,432)
FOTEIZN (oo (168) (8,530)
Total valuation allowance ............ceeveiriviieneeorenie e (35,515 (26,962)
Net deferred tax assets $ 1740 $ 1,156

No provision has been made for U.S. income taxes related to undistributed earnings of foreign subsidiaries, which are
intended to be permanently reinvested. The Company has approximately $67,000 of domestic net operating loss
carryforwards, which will expire in 2023. Of this $67,000 carryforward total, $8,455 will result in tax benefits that will not
reduce tax expense on current earnings, but rather will increase additional paid-in-capital. The Company has
approximately 9,747 of foreign net operating loss carryforwards that have an unlimited carryforward period, and foreign
net operating loss carryforwards of $3,241 that will expire from 2011 to 2012. The state tax credit carryforwards of $1,900
expire at varying dates through 2016.

The foreign tax expense in China was decreased by $725 (80.02 and $0.02 per share on a basic and diluted basis,
respectively) in fiscal 2003, by $323 ($.01 and $.01 per share on a basic and diluted basis, respectively) in fiscal 2002 and
by $480 ($.02 and $.02 per share on a basic and diluted basis, respectively) in fiscal year 2002 as a result of the benefit of a
tax holiday. This holiday ran at 50% relief of the normal 15% income tax rate through December 31, 2000, and will
continue at the 7.5% rate thereafter through December 31, 2003, Beginning on January 1, 2004, China began a new tax
holiday and will use a 10% tax rate through December 31, 2006. The foreign tax expense in Singapore was decreased by
$1,082 ($.03 and $.03 per share on a basic and diluted basis, respectively) and $774 ($.02 and $.02 per share on a basic and
diluted basis, respectively).in fiscal 2002, as the result of the benefit of a tax holiday. This holiday will continue at full
relief of the normal 24.5% income tax rate through March 31, 2005. During fiscal 2003, current tax expense in Mexico
was reduced through the use of $21,900 of net operating losses carried forward from prior years. Such loss carryforwards
had been fully reserved for at March 31, 2002.

Note 13. Mandatorily Redeemable and Convertible Preferred Stock

The Company has authorized 5,000 shares of $0.01 par value preferred stock. As of March 31, 2000, 667 shares, of which
570 were outstanding, were designated as Series A, and 1,000 shares were designated and outstanding as Series B. The

preferred stock was automatically converted into 4,710 shares of common stock at conversion prices of $5.00 per share for
Series A and $6.00 per share for Series B for upon the completion of the Company’s initial public offering in August 2000.
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Note 14. Geographic and Concentration of Credit Risk Information

The Company derives its revenue from one reportable segment, electronic manufacturing services. The Company

classifies sales geographically based upon country from which the final product is delivered. The following is a summary
of net sales and long-lived assets by geographic location: :
Year Ended March 31,

2003 2002 2001
Net sales:
AMETICAS ... save e enean $ 475,725 $ 478,965 § 529,907
China.....ooiiiieicieice et 66,835 61,897 41,875
ASI, OhET....ceoiivicei e 57,810 66,705 31,107
BUTOPE....cvovirveriiniiieerreerese et e e ees 67.805 49,926 32418
$ 668,175 $ 657493 $ 635,307
Long-lived assets: . :
AINETICAS ..ot et e e e e eses et reeereeeeneeens $ 96,457 $ 94590 §$§ 67,018
CHINA....vivcvecteeceee et r e 21,562 19,990 19,659
ASIa, OthET...viciiceireeeceeee e, 13,738 20,767 14,210
BUTOPE...cvviiriieeeiieieteie e secee e ereenesae e sre e s 3.092 3.009 5,033

$ 134,849 138,356 105,920

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of trade
receivables. Sales of the Company’s products are concentrated among specific customers in the same industry. The
Company generally does not require collateral. The Company considers concentrations of credit risk in establishing the
allowance for doubtful accounts and believes the recorded amount is adequate.

Customers that accounted for more that 10% of consolidated net sales are as follows:

Year Ended March 31,
2003 2002 2001
CUSTOIMIET A ... oottt seebes e s eaaeans 23.4% 24.8% 23.0%
CUSIOMET B ..o 10.8 14.0 16.0
CUSLOMET C oot - - 11.0

As of March 31, 2003 and 2002, receivables from these customers represented 24% and 29% of total accounts receivable,
respectively.

Note 15, Shareholders’ Equity

In August and September of 2000, the Company sold 9,280 shares in an initial public offering from which the Company
received net proceeds of $93,617. In June 2001, the Company sold 6,275 shares in a follow-on public offering from which
the Company received net proceeds of $79,384.

The Company has 1,015 shares of common stock available for grant or sale to board members and employees under

incentive stock option and purchase plans approved by shareholders. Options are generally granted at prices equal to the
fair market value on the dates of grant. All options are exercisable over a ten-year period. :
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Following is a summary of stock option activity for the fiscal years ended March 31:

Year Ended March 31,
2003 . 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
-Shares Price Shares Price Shares - Price
Outstanding, beginning of year....... 3,465 $ 744 4419 $ 593 3,845 $ 391
Granted ..........covenrerencnencniienein, 1,298 1.78 704 1130 1,189 11.44
Exercised/forfeited.........ccoouenvrurnn. (823) 6.98 (1,658) 5.05 (615) 3.96
Outstanding, end of year................. 3,940 5.67 3,465 7.44 4419 593
Exercisable, end of year.................. 2,197 6.38 2,074 549 3,081 5.08
Weighted average fair value per '
share of options granted during
the vear.........ccoovveivecernrernenes $1.76 - $9.38 - $1092 -

At March 31, 2003, the options outstanding have average remaining contractual lives and exercise prices as follows:

Shares =~ Average Contractual Life Exercise Price

1,403 8.7 years $.33-%4.99

1,508 6.6 years $5.00-9.99
966 7.7 years $10.00 - 14.99
63 8.0 years $15.00-23.31

As of March 31, 2003 and 2002, the Company had loans outstanding to shareholders in connection with stock sales and the
exercise of stock options for the purchase of 136 shares and 176, respectively. Loans totaling $108 and $401 are due in
November; 2003 and March, 2005, respectively, and bear interest at 2.71% to 2.72%. The loans are secured by the shares
of common stock purchased and full recourse against the respective shareholder’s personal assets.

Note 16. Employee Benefit Plans
Retirement Plans

The Company sponsors various employee retirement savings plans that allow qualified employees to provide for their
retirement on a tax-deferred basis. In accordance with the terms of the retirement savings plans, the Company is required
to match certain of the participants’ contributions and, at its discretion, may provide employer contributions based on the
Company’s performance and other factors. Employer contributions for the years ended March 31, 2003, 2002 and 2001
totaled, $1,486, $1,366 and $1,063, respectively. )

The Company sponsors a defined benefit retirement plan program at its Netherlands facility. As of March 31, 2003, the
fair value of the plan assets and projected benefit obligations were $4,462 and $4,467, respectively. Expenses associated
with this plan totaled $201 and $122 for the years ended March 31, 2003 and 2002, respectively.

Employee Stock Purchase Plan

During 2001, the Company established an employee stock discount purchase plan that provides for the sale of up to 1,000
shares, as amended during 2002, of the company’s stock at discounted purchase prices, subject to certain limitations. The
cost per share under this plan is 85 percent of the market value of the Company’s common stock at the date of purchase, as
defined. During the years ended March 31, 2003, 2002 and 2001, 730, 135 and 36 shares of common stock were issued to
employees pursuant to this plan, respectively. The weighted average fair value of shares sold in 2003, 2002 and 2001, was
$1.44, $10.06 and $7.84, respectively.
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Note 17. Supplemental Cash Flow Information
Year Ended March 31,

- 2003 2002 2001
Supplemental disclosures for cash flow information:
Cash payments for:
INTETEST ..ottt ettt $ 7,283 $ 7,234 $ 7,344
INCOME tAXES ... vvieeeeiiii et e e e eenr e e s e 1,492 1,812 1,797
Supplemental schedule of non-cash investing and financing activities:
Property and equipment acquired through capital lease agreements.... 2,222 5,230 11,166
Common stock issued to acquire Pacific Consultants LLC ................. - 10,000 -
Common stock warrants for financing fees .......ccccecvnevvvvccnninienennes 1,056 - -
Restricted cash held from sale/leaseback proceeds to replace -
" mortgage as collateral on outstanding letters of credit :
collateralizing bonds...........coccovieinineninnniercern e 3,943 : - -
Lease deposits held from sale/leaseback proceeds........c.cooreiiiiininns 1,917 - -
Deferred financing costs held from sale/leaseback proceeds............... 309 : - -

Note 18. Cash Requirements

The accompanying consolidated financial statements have been prepared assuming the Company will continue as a going
concern, which contemplates the realization of assets and the satisfaction of liabilities in the normal course of business.
The Company incurred an operating loss of approximately $24,353 for the year ended March 31, 2003, which included
$4,249 of restructuring costs. The Company continues to evaluate its operations to determine the need for further
restructuring in response to market conditions. Although the operating loss for fiscal 2003 was not unexpected, given the
continuing downturn in the economy after September 11, 2001, and the resultant impact on several large customers of the
Company in certain industry sectors has been significant, the Company’s ability to continue to fund its operations and to
grow the business depends on its ability to generate additional cash from operations or obtain additional sources of funds
for working capital. During fiscal 2003, the Company generated cash from operations, principally from improving its
working capital utilization, as well as, cash from new financing including the sale and leaseback of certain land, buildings
and equipment.

The domestic revolving credit facilities were replaced subsequent to year end to provide expanded capacity for funding
business growth and to extend arrangements approaching the expiration of their term. The Company has historically
experienced violations of covenants under its domestic revolving facilities and has always received waivers for such
violations. At March 31, 2003 the Company was in violation of certain covenants under the previous credit facilities,
however, it entered into its new credit facility prior to requesting a waiver. These new facilities require the maintenance of
certain minimum cash flow levels. In anticipation of a potential covenant violation at the end of its first fiscal quarter of
2004, the Company obtained a waiver from its lenders providing relief for the potential violation, as well as, amending
future covenent requirements to reflect expected operating results for the balance of fiscal 2004. The Company’s operating
plan includes initiatives to reduce specific cash expenditures related to general and administrative expenses.

Compliance by the Company with certain covenants in its new credit facility is dependent upon the Company achieving
certain revenue and expense targets in its fiscal 2004 operating plan. The Company expects to meet its financial
projections for the 2004 fiscal year, The Company also believes that, if necessary, it would be able to secure additional
financing from its lenders or sell additional Company equity securities; however, there can be no assurance that such
funding can be obtained or that future credit facility violations will be waived.

Management believes that, as a result of the restructuring actions it has taken to reduce cash expenditures, the efforts it
continues to make to increase revenues from continuing customers and to generate new customers in various industry
sectors, the replacement of its revolving credit facilities it has obtained, and the new agreements it has reached to provide
‘additional borrowing capacity, it will meet its fiscal 2004 financial plan; however, there can be no assurances that such
financial plan will be met. '
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
PEMSTAR Inc.

We have audited the accompanying consolidated balance sheets of PEMSTAR Inc. as of March 31, 2003 and 2002, and the
related consolidated statements of operations, sharcholders’ equity, and cash flows for each of the three years in the period
- ended March 31, 2003. These financial statements are the responsibility of the Company’s management. Our ‘
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of PEMSTAR Inc. at March 31, 2003 and 2002 and the consolidated results of their operations and their cash
flows for each of the three years in the period ended March 31, 2003, in conformity with accounting principles generally
accepted in the United States.

As discussed in Notes 1 and 6 to the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standard No. 142, “Goodwill and Other Intangible Assets,” in 2003.

é/vmt v MLLP

Ernst & Young LLP
Minneapolis, Minnesota

May 7, 2003, except for Note 18,
as to which the date is July 10, 2003
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QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)
PEMSTAR Inc.

The following table sets forth unaudited quarterly financial information of PEMSTAR for the quarterly periods in fiscal
2003 and 2002. Historically, we have experienced some seasonal variation in net sales, with net sales typically being
highest in the quarter ended December 31 and lowest in the quarter ended March 31. This seasonal variation reflects the
order patterns of our largest customers, who typically order a higher proportion of their annual production in their final
fiscal quarter. This variation may be offset in part by internal growth and acquisitions. This information has been derived
from our monthly consolidated financial statements which are unaudited, but, in the opinion of management, fairly
represent our financial performance. This information should be read in conjunction with the consolidated financial
statements and the related notes contained elsewhere in this report. The operating results for any previous quarter are not
necessarily indicative of results for any future period. '

Quarter Ended Mar. 31‘, Dec. 31, Sept; 30, June 30, Mar., 31, Dec. 31, Sept. 30, June 30,
(In thousands, except per share data) 2003 2002 2002 2002 2002 2001 2001 2001
Net Sales ‘ $166,848  $171,841 $176,382  $153,104  $145,686  $171,223 $173,380  $167,204
Cost of goods sold 156,944 159.199 168.495 152,436 147,147 170,202 158,343 151,765
Gross profit 9,904 12,642 7,887 668 (1,461) 1,021 15,037 15,439
Selling, general and . ‘ ]
administrative expenses | 11,097 11,819 13,790 - 14,370 13,523 19,303 10,395 10,130
Restructuring .(134) 503 924 2,956 - - - -
Amortization 27 27 27 48 636 522 ~ 516 478
Goodwill impairment charges - - - - 24,228 - - -
Operating (loss) income (1,086) 293 (6,854) (16,706) (39.848) (18,804) 4,126 4,831
Other income (expense) — net 1,033 (288) (164) (23) . (111 528 194 217
Interest expense - net (1,733) (1,706) (2.596) (2.835) (1.991) (1.589) (1.491) (2.006)
(Loss) income before income
taxes and cumulative effect of
an accounting change (1,786) (1,701) (9,614) (19,564) (41,950) (19,865) 2,829 3,042
Income tax (benefit) expense (112) 242 351 272 5,018 (7,332) (143) 530
(Loss) income before cumulative
effect of accounting change (1,674) (1,943) (9,965) (19,836) (49,968) (12,533) 2,972 2,512
Cumulative effect of accounting
change! - - - (5.346) - - - -
Net (loss) income $ (1,674) $ (1,943) § (9965 $(25,182) $(46,968) $(12,533) $ 2972 § 2,512
(Loss) income before cumulative
effect of accounting change
per common share:
Basic . $ (.04) $ 05y  $(27 $ (54) $ (1.28) $ (39 $ .08 $ .08
Diluted . (.04) (.05) (27) (.54) (1.28) (34) .08 .08
Net (loss) income per common
share: ,
Basic $ (04) $ (05 $ (27 $ (.68) $ (1.28) $ (39 $ .08 $ .08
Diluted .04) . (.05) (27) (.68) (1.28) (.34) .08 .08

Note 1—Change represents an adjustment to previously reported quarterly results. See Note 1 to Consolidated Financial Statements herein.
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MARKET FOR PEMSTAR’S COMMON STOCK AND RELATED SHAREHOLDER MATTERS
PEMSTAR Inc.

Market Information

Our common stock has been quoted on the NASDAQ national market under the symbol “PMTR” since our initial
public offering of common stock in August 2000. The following table sets forth, for the periods indicated, the high and
low sales prices per share of our common stock, as reported on the NASDAQ national market.

High Low

Fiscal 2002;

First QUAITET.c..vovevevereererecerieeciee st rnseere e eaereesaes $15.00 §$ 6.38

Second QUArter .......ccoecevererreinieieereee oo enanne $1855 $ 9.06

Third QUAarter ........ccceveveveieeriereeeee e $16.48 § 994

Fourth QUATTET .......ccovvereeerrrieerreececrneenr e sens $13.98 $ 8.36
Fiscal 2003: )

First QUATTET .....coovevevreriieeereieeeieeeeenesersesese s senans $968 $ 113

Second QUArter .........cceevrvercecrnennincnnece e $ 18 § .77

Third QUArtEr ........cccveviiveieereeee v $247 $ .80

Fourth QUArter .........cccviveveeveeerneieriee e $390 $ 205
Fiscal 2004:

First Quarter (through June 24, 2003).................... $ 445 $ 2.06

Holders

As of June 25, 2003, our common stock was held by approximately 1,056 shareholders of record and was quoted
at $4.44 per share.

Dividends
We have never declared or paid any dividends on our capital stock and do not anticipate paying any cash
dividends in the foreseeable future. We currently intend to retain future earnings to fund the development and growth of

our business. Our credit facility contains certain covenants, which prohibit us from paying any cash dividends without
prior consent of the lenders.
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